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Article Criticizes U.S. Values 


94CM0280A Beijing ZHENLI DE ZHUIQIU 
[PURSUIT OF TRUTH] in Chinese 
No 3, 11 Mar 94 pp 28-31 


[Article by Zhang Hongyi (1728 1347 3015): “America’s 
Concept of Value Versus Direction of Our Concept 
of Value”) 


[Text] The world today consists of 200 some nations 
whose social systems, historical traditions and cultural 
characteristics are different from one another and, there- 
fore, their concepts of value are also different. Every 
nation has its strong and weak points and should learn 
from each other; each should be learning what is good 
from others, correcting one’s own weaknesses, pro- 
moting the common progress and development of 
human society, and not relying on power to force its own 
values on another nation. 


Yet in American political circles today there are the 
kind of people who think only about trying to be the 
world’s dictator, remaking the world in America’s image 
and bringing other nations under its control and direc- 
tion. Former U.S. Secretary of State James Baker 
declared in 1992 that “the collapse of the Soviet Union 
has produced the opportunity of the century to promote 
American interests and concept of value throughout the 
world,” referring pointedly to China. A September, 
1992 NEW YORK TIMES article stated that “in the 
world today, there are few nations other than China that 
would be so bold as to defend what a majority of 
Americans (note, read America’s monopolistic capitalist 
classes and their managers) would consider to be out- 
dated and evil ideology and concept of value.” These 
people see China as “‘the last splinter in their eye” and, 
without missing any opportunity, undertake to attack 
China’s socialist system and concept of value. Such 
attacks have struck a responsive cord among certain 
capitalist liberalization elements [in China]. To counter 
the clamor of overthrowing the socialist system, the 
Chinese people sensibly rise up in opposition and, at the 
same time, reflect on the need to understand the Amer- 
ican concept of value and to make their choices in terms 
of China’s own values. 


What is the American concept of value? To answer this 
question, we need first to examine its historical origins 
and social context. For value as an ideological concept 
reflects ultimately the sum of practical living experience 
and historical development of a society. 


First of all, the American concept of values was shaped 
by the conditions of life encountered by immigrants to 
North America in the early days. Most of the early 
immigrants were European laborers who left home 
because of the hardships of life and religious persecution. 
To survive in a strange environment on the North 
American continent, they had to conquer the wilderness 
and, in the process, they developed a practical attitude 
based on a strong sense of self-reliance and willingness to 
struggle; to a large extant, they grew accustomed to 
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looking after each other in the community and joining 
hands to overcome difficulties. At the time, Engels 
praised the American people as “having more spirit and 
vitality than any other peoples.”’ And the “volunteer’s” 
spirit in American society formed in those early days still 
exists among some people today. 


In addition, the America’s concept of value was influ- 
enced by the rise \f mercantile capitalism in the colonies 
and “Puritanism which supported it. Because of the 
European background and origin at that time, particu- 
larly in England where commercial capitalism devel- 
oped, immigrants from Europe to America began by 
establishing a capitalist mercantile society and, since 
North American was without any feudal traditions, 
American people from the beginning had a much freer 
attitude toward and greater inclination for commerce 
compared to other peoples. This kind of spirit was 
further strengthened by “Puritanism” which was wildly 
practiced in North America. Puritanism tried in various 
ways to demonstrate that one could please God through 
hard work. Throwing oneself into business could lead to 
salvation, and this kind of spirit blended right in with the 
economic views of the capitalist classes. Puritanism put 
emphasis on education, stressing that “ignorance is the 
mother of all invention” and the need for economic 
development under capitalism. From this kind of mer- 
cantile spirit and Puritanism were born the Americans’ 
respect for rationality, attention to details in trade, 
setting of ambitious goals, working hard for business 
success and looking down on feudalistic traditions, all 
these values and beliefs not only helped shape the 
American national character and concept of value but 
also provided the driving force for economic develop- 
ment in North America at that time. These particular 
aspects [of american values] still have reference value 
for other countries and peoples today. 


But, in an America founded on the mercantile spirit, 
individualism occupied a dominant position in the con- 
cept of values. Not long after America became indepen- 
dent, founding father Hamilton said that “ambition and 
self-interest are the primary emotions”’ of the American 
people. In 1922, former president Hoover declared that 
“for three centuries, individualism had provided the 
basic driving force of the American civilization, and led 
to political, economic and spiritual achievements in 
America during these years.” 


How should we view America’s Individualism? 


Some people say that America’s individualism is not the 
same as selfishness or egoism. They claim that individ- 
ualism includes a sense of independence and the quest 
for freedom and social pluralism, and that these charac- 
teristics cancel out the negatives of individualism. This 
point of view is however not shared by many scholars 
even in the U.S. The scholars argue that because indi- 
vidualism emphasizes freedom and opportunity for the 
individual, it therefore understates the individual’s 
responsibility toward society, and that this type of indi- 
vidualism in American society has revealed its negative 
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attributes from the early days of the Republic. Examples 
[they cite] include the drive to exploit virgin land 
without considering the consequences of development or 
making full use of the land already under cultivation; the 
unconcern for the protection of nature, environment, or 
urban cities; the lack of any empathy for those who lost 
in any competition, etc. In the early 20th century, the 
average Americans angrily condemned such behaviors 
and actions as “cruel individualism” or “rampant indi- 
vidualism.” They found that “the victims [of such indi- 
vidualism] often were the factory workers blocked by 
force from establishing their labor unions and seasonal 
agricultural workers. It was precisely because seasonal 
farm laborers were available that individualism could 
sustain a princely way of life on hundreds and thousands 
of acres of land insulated from the outside world.” 
(U.S., L. S. Lidezhi, editor: Exploring the Special 
Characteristics of Americans). 


The above illustrates that although individualism had 
the special characteristics of personal independence and 
opposition to feudal dependency, and played a definite 
positive role in the course of American history, never- 
theless under capitalism, the core of individualism is 
“egoistic, selfish and self-serving.” It is this selfish 
egoism that drove America’s white men to slaughter the 
Indians and enslave the Blacks, that led capitalism to 
exploit workers and farmers because survival of the 
strong at the expense of the weak was nature’s way of 
doing things, and that shaped the notion that poverty 
was “responsibility of the poor” and even “some kind of 
crime.” Therefore, when people hear today that in a rich 
country like America, more than 30 million are living 
below the poverty line, 3-4 million are homeless street 
people, and 20 million are hungary (U.S., THE 
GUARDIAN: “Hunger Appears in America’’), they are 
not shocked or surprised. In a society under capitalism, 
political power of government is unavoidably controlled 
by monopolistic capitalists. To quote one American 
scholar, “at present, no American would ever dream of 
denying that large corporations exercise unbelievably 
great power in the society and play a major role in the 
government decision-making process.”’ (U.S., Albert O. 
Hirschman: “How the U:S. is Governed”) In America, in 
order to preserve their special authority and power, 
leading capitalists would promote individualism from all 
angles even to the extreme of promoting money worship 
and a corrupt lifestyle. The spreading “American sick- 
ness” of drug abuse in all parts of the country, teenage 
crime, rape, murder, homosexuality, AIDS and so on are 
causing serious decay in the American society, and they 
show the harmful aspects and inevitable result of indi- 
vidualism. This value concept of individualism, 
extended to the realm of international relations, is man- 
ifested in big power politics, hegemonism and an 
unceasing attempt to dictate to the world. It is no wonder 
that, as James Baker’s “bon mot” quoted at the begin- 
ning of this article puts it, Americans in promoting the 
American “concept of value” throughout the world 
would not forget “American interests” and sell both 
concepts as a pair of precious twins. 
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With China in the process of socialist modernization and 
development, what attitude should China adopt toward 
the American concept of value? 


To begin with, the American value of individualism 
conflicts with the fine tradition of China’s history and 
civilization. From ancient times, China had already 
developed a strong sense of “‘public weal” reflected in 
such aphorisms as “putting the state before the family, 
public welfare ahead of one’s own,” and “worry first 
about the common concerns under heaven, then 
rejoice when all others rejoice; from the concept of 
“Great Harmony” in the Book of Rites to Sun Zhong- 
shan’s political aspiration of “‘a public spirit ruling all 
under heaven,’ there had always been a strong 
emphasis on the word “public” in describing relation- 
ships between the individual and the state, and 
between public and private interests; of course, in a 
society divided by classes, this was the kind of ideal 
that could not be truly practised; but as the traditional 
virtue of a people, it is the precious legacy of China’s 
traditional civilization. In the new China under 
socialism, the Chinese Communist Party’s and Peo- 
ple’s Government’s sole objective is to wholeheartedly 
serve the people, and the spiritual force of patriotism 
and collectivism is devoted to building socialism with 
special Chinese characteristics. But today, there are 
people who take advantage of reform and opening and 
the opportunity of developing a socialist market to 
propagandize and promote an extremely selfish type of 
individualism, money worshipping, and hedonism. In 
these people’s eyes, to make money regardless of tactics 
used has become the only goal in life and the highest 
standard by which to judge achievements. If one makes 
money, one can do without the so-called morality, 
conscience, respect and honor. The interests of the 
nation and people, or the wealth and happiness of the 
laboring masses are not worth a penny [in their eyes]. 
The propaganda of this type of capitalist value concept 
is undoubtedly spreading a kind of spiritual poison 
directed at socialism, and the harm it brings is serious 
and cannot be overlooked. 


Furthermore, the concept of value of China must be 
appropriate and suitable to the requirement of serving, 
strengthening and developing China’s basic socialist 
system. The fundamental difference between the states 
of things in China and America is that China is a 
socialist country that firmly adineres to a system of 
collective ownership and distribution based on labor 
and advocates taking the road to collective wealth; 
while the U.S. is a capitalist country, built on a private 
ownership system, with the basic characteristics of 
exploiting any residual value and accepting the gap 
between the rich and poor as a natural state of things. 
We of course cannot promote or accept an extremely 
self-serving form of individualism. Because this 
extreme kind of value concept which serves a capitalist 
society not only cannot be effective in maintaining and 
protecting the foundation of a socialist economy and 
system, but also can be destructive in its effect. 
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Finally, the philosophical foundation of China’s concept 
of value is poles apart trom that of American values. 
China’s guiding ideology is Marxist dialectics and his- 
torical materialism, socialism is the business of tens of 
thousands people, and the masses are the master of our 
country and true driving force for progress in history. 
This kind of society requires generation after generation 
of new citizens—idealistic, moral, cultured and disci- 
plined—who are firmly resolved to serve the people. Yet, 
the values promoted in capitalist society are egoism and 
individualism. In America the dominant philosophy or 
what has been called the American spirit is pragmatism 
which, fundamentally speaking, emphasizes that indi- 
vidual interests centered on man himself have a higher 
value than all others, and that truth, in short, is a tool 
man uses to realize individual values. American scholar 
L. J. [Luther John] Binkley said: “The methods of 
pragmatism... provide a philosophical basis for Ameri- 
cans to care more for practical actions than for lofty 
ideals” (quotation from Feng Jingyuan [7458 2529 
3292], editor: Perspectives on Modern Western Concept 
of Value). There are some people in China who strongly 
advocate the so-called primacy of the individual with 
man as the center pursuing his individual interests and 
benefits, etc., but these are but reprints in China of the 
Western philosophy of life and vulgar pragmatism which 
can only lead to flooding the society with rampant 
solipsism, money-worship and hedonistic indulgences. 


In today’s world with science and technology and econ- 
omies developing rapidly and peoples’ lives in all soci- 
eties increasingly interrelated, people are coming to 
understand a self-evident truth that in managing the 
affairs of one nation or problems common to all coun- 
tries in the world—such as ecological balance, environ- 
mental protection, interdicting sales of narcotics and 
drugs or terrcrism, and prevention of AIDS, etc.—a 
stronger emphasis on individualism in the extreme and 
on power politics not only will not provide solutions to 
the above- mentioned problems but, over the long term, 
will lead a nation into decline and bring serious disaster 
to all human kind. 


As for the serious consequences of developing the value 
concept of individualism, American scholar Daniel Bell 
sees them very clearly. He considers that this kind of 
value concept emphasizing “unbridled egoism” and 
“hedonism” exerts a pernicious influence which already 
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threatens the normal evolution of capitalism, causing 
“American capitalism to lose its traditional legitimacy,” 
and “creating a cultural crisis of historic proportion in all 
Western capitalist societies, a cultural contradiction 
which over the long term poses the greatest threat to the 
survival of society...” (Cultural Contradictions of Capi- 
talism) Faced with this situation, even capitalism’s most 
determined defender during the era of American Presi- 
dent Carter, National Security Advisor Brzezinski could 
not help but proclaim in alarm that “a free, indulgent 
and fertile corner will ultimately appear in America— 
and under this type of system, people will seek only 
fulfillment of individual desires with no concern for the 
interests of the larger society, or for any right and wrong 
as differentiated by religion or morality..." He admitted 
that the Western concept of value is in crisis today. 


In summary, as this century is drawing to a close, we 
must seriously ponder on the concept of value question. 
It is an important question which touches the Chinese 
people’s spirit and our country’s future, and influences 
larger issues in the future of human society. Regardless 
of the fact that Brzezinski said many muddled things 
trying to prove the fantasy concerning the “great defeat” 
of communism, he said one thing that was correct. He 
said “in deciding the future, values and beliefs are just as 
important as technology and economics.” The fact is 
that people can see clearly or have come to the conclu- 
sion that competition in the next century will be a total 
competition or struggle involving technology, eco- 
nomics, concept of value and spiritual strength. Because 
the concept of value permeates all aspects of economy, 
society, culture and daily living, the choice and promo- 
tion of a concept of value which reflects human progress 
can be said to be a necessity of the age. For a country like 
China which is exploring and trying to build the road to 
socialism with special Chinese characteristics, we must 
not forget even for a single moment that along with 
economic construction, we must promote and establish a 
correct concept of value. The fact that China has always 
given strong emphasis to the building of a spiritual 
civilization is for the same reason. As comrade Jiang 
Zeming said, “if a people or nation can only talk about 
individual interests and individual struggles, but not 
about national interests and contributions to the society 
as a whole, then this kind of people and nation will not 
be able to stand up among peoples of the world.” 
(“Remarks Delivered at the All-China Symposium of 
Propaganda Department Heads,” 1993) 
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NATIONAL AFFAIRS, POLICY 


Functions of State Economic Trade Commission 


94CE0S05SA Beijing JINGJI GONGZUO TONGXUN 
[ECONOMIC WORK NEWSLETTER] in Chinese 
No 6, 30 Mar 94 pp 18-20 


{Article: “The Functional Disposition and Internal- 
Organ Plans of the State Economic Trade Commission”’} 


[Text] The State Council’s organizational reform plans 
approved by the First Session of the Eighth NPC include 
the organization and establishment of the State Eco- 
nomic Trade Commission (abbreviated hereafter as the 
SETC). The guiding ideology in the organization and 
establishment of the SETC is: To act in accordance with 
the needs of our objective of establishing a socialist 
market economy, grounded on bringing into full play the 
basic impact of markets in the disposition of resources, 
by further reinforcing and improving overall state coor- 
dination of major issues in the macroeconomic regula- 
tion and control and economic operation of the national 
economy, to gradually establish a scientific and effective 
system of macroeconomic regulation and control of 
economic operations and a standardized market- 
economy order suited to our market-economy develop- 
ment needs, and ensure the sustained, rapid, and sound 
growth of our national economy. In line with the princi- 
ples of separating government administration from busi- 
ness management and achieving cutbacks, consolida- 
tion, and efficiency, we have set the SETC’s structure 
and authorized staff. 


I. Functional Conversion 


The SETC will focus on intensified reform and tighter 
macroeconomic regulation and control, to achieve a 
conscientious conversion of functions. 1) We will con- 
vert from our dependence mainly on planned measures 
and too much direct intervention in economic opera- 
tions to overall study and analysis, monitoring, fore- 
casting, and more use of macroeconomic means to 
regulate economic operations through markets, in the 
service of localities, sectors, and enterprises; 2) we will 
convert from our emphasis on examination and 
approval of projects and direct management of enter- 
prises to mostly policy guidance, legal standardization, 
and emphasis on enterprise reform, reinforcing our 
guidance of and service to enterprises; 3) we will convert 
from our mutual isolation between production and cir- 
culation to integration of production with circulation 
and domestic with foreign trade, emphasizing mainly the 
cultivation and development of all types of markets, and 
using markets to guide enterprise development, 4) we 
will convert from our overemphasis on the use of admin- 
istrative means for direct management to a comprehen- 
sive and coordinated use of economic, legal, policy, and 
information-service means, to combine indirect manage- 
ment with the necessary administrative means. 
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Il. Major Responsibilities 


The SETC is the State Councii’s overall department for 
managing the national economy and coordinating cur- 
rent economic operations. Its major responsibilities are: 


1. To take part in the job of studying and drawing up 
targets for national economic development strategy, 
and planning mid- and long-range staffing. Based on 
mid- and long-range plans, to set overall control 
targets for doing a good job of balancing and dove- 
tailing overall demand, and acting with concerned 
departments to organize staffs and issue and oversee 
the application of annual plans for regulating and 
controlling economic operations in areas, such as 
industrial transportation and commercial trade. 


2. To conduct macroeconomic analysis, monitoring, 
and forecasting, working with the pertinent sectors in 
the comprehensive management and utilization of 
means to regulate and control economic operations, 
regulating and controlling economic operations, and 
coordinating the resolution of major issues in eco- 
nomic operations; to organize and coordinate the jobs 
of large-scale disaster relief and production safety in 
industrial enterprises; to manage the year’s reserve 
commodities, when necessary making suggestions for 
adjusting and drawing on state reserve commodities 
and state strategic reserve commodities. 


3. To take part in the formulation and application of 
state industrial policy overall planning, industrial 
structure policy, and industrial regional policy; to act 
with concerned sectors in drawing up and coordi- 
nating state economic policies, mainly industrial 
organization policy, industrial technology policy, and 
special industrial policies for industry, transporta- 
tion, commerce, and trade, as well as organizing, 
Carrying out, and overseeing inspections. 


4. To organize and formulate overall economic legisla- 
tion and policy in the areas of industrial transporta- 
tion, domestic and foreign trade, and commodity- 
market building, as well as organizing, carrying out, 
and overseeing inspections. 


5. To guide market cultivation, establishment, and 
development, coordinating and overseeing pertinent 
issues in market establishment and operation. 


6. To take charge of enterprise work, organizing, formu- 
lating, and applying enterprise reform plans, and 
coordinating and resolving enterprise reform issues; 
to guide enterprise management, organizing and 
guiding enterprise legal work; to guide the trade 
management of the production and circulation sec- 
tors, coordinating work between related industries, to 
organize the examination and approval of national 
corporations (enterprise groups) except for banking 
and foreign trade; to guide and push enterprises to 
conserve and utilize resources comprehensively, 
taking charge of national economic management of 
cadres and the training of enterprise cadres. 
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7. To practice classified management of enterprise 
technological advances, organizing, staffing, issuing, 
and applying plans and annual plans for technolog- 
ical upgrading investment (including state foreign 
exchange, foreign exchange loans, and the use of 
foreign investment), technology introduction, assim- 
ilation, and absorption, new-technology and new- 
product development and dissemination, and the 
production in China of key technical equipment, 
and examining and approving above-quota tech- 


nology upgrading projects. 


8. To coordinate the balancing and dovetailing of 
domestic and foreign trade, working with the con- 
cerned departments to study and set forth state 
policy measures for import-export commodity mix, 
and taking charge of organization, application, and 
inspection; to take charge of organizing and guiding 
the current use of foreign investment by enterprises, 
acting with concerned sectors to set forth enterprise 
foreign-investment orientation. 


9. To master economic information from China and 
abroad, to serve national economic policymaking, 
enterprises, and the public. 


10. To take charge of macroeconomic management in 
the areas of quality and technology policy. 


11. To take charge of managing state machinery and 
electronic product imports and exports, organizing 
and coordinating national machinery and electronic 
product bidding; to practice classified management 
of ports; to undertake the routine work of the State 
Council Tariff Committee. 


12. To undertake other matters handed over by the State 
Council 


Per State Council provision, to manage the State Tech- 
nology Supervision Administration, the State Building 
Materials Industry Bureau, the State Pharmaceutical 
Administration, and the State Tobacco Monopoly 
Bureau. 


IiI. Internal Organs 


In line with these responsibilities, the SETC has 16 
department- and bureau-level functional organs, three 
offices, and an organizational Party Committee. 


i. The General Office 


This coordinates overall organizational work, ensuring 
that the body operates effectively; it draws up depart- 
mental and bureau responsibilities and relevant work 
regulations, undertaking organizational jobs, such as the 
transfer of secrets, government affairs information, 
filing, confidentiality, news coverage proposals, and 
security, being in charge of the organization’s 
administration. 


ECONOMIC 5 


2. The Research Office 


This is in charge of investigating and studying key 
macroeconomic issues, providing policymaking grounds 
for the leadership; it is in charge of drafting key internal 
documents and reports and key leaders’ speeches; it 
undertakes the press-spokesman task, organizing and 
holding foreign news publication activities and foreign 
propaganda work. 


3. The Comprehensive Office 


This comprehensively analyzes, forecasts, and monitors 
current macroeconomic operations, making policy sug- 
gestions on key issues; it participates in the study of 
economic-system reform and pertinent policies; it takes 
part in the job of studying, formulating, and setting mid- 
and long-range plans and annual plans for national 
economic development strategy goals; it organizes, 
draws up, and issues annual plans for regulating and 
controlling economic operations in areas, such as 
industry, transportation, commerce, and trade, making 
suggestions for adjustments in line with economic oper- 
ating conditions; it participates in the study and formu- 
lation of market cultivation, establishment, and devel- 
opment policy; it organizes economic coordination and 
studies of “GATT reentry” countermeasures. 


4. The Economic Operations Bureau 


This take part in drawing up and applying annual 
regulation and control plans for economic operations; it 
controls industrial and transportation production oper- 
ations, organizing and coordinating key industrial and 
transportation production issues; it is charged with the 
jobs of emergency management and shipping coordina- 
tion for key commodities; it is in charge of examining, 
approving, and managing the use of the year’s reserve 
commodities and production-management special funds 
and foreign exchange; it organizes and coordinates 
national disaster relief and production safety in 
industrial enterprises. 


5. The Economic Policy Coordination Department 


This participates in the formulation of national indus- 
trial development strategy objectives, industrial struc- 
ture policy, and industrial regional policy; it works with 
concerned sectors in drawing up and coordinating perti- 
nent state economoic policies (mainly industrial organ‘- 
zation and industrial technology policies), as well as 
organizing, applying, and inspecting; it takes part in 
formulating and applying annual regulation and control 
plans for industrial production and commodity distnibu- 
tion, coordinating and resolving key economic operating 
issues of concerned industries; it particpates in market 
cultivation and establishment. 


6. The Finance and Banking Department 


This exercises overall coordination of policy issues in 
economic operations involving the fields of finance and 
banking, studying and analyzing capital orientation and 
use efficiency in economic operations, as well as the 
impact of fiscal and monetary policy on enterprise 
production operations, setting forth countermeasures 
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and suggestions; it takes part in the study and formula- 
tion of finance, banking, and investment reform plans 
and macroeconomic policy; it participates in drawing up 
annual finance and banking plans, suggesting 
adjustments when necessary. 


7. The Enterprise Department 


This organizes the formulation and application of enter- 
prise reform plans, coordinating the resolution of key 
enterprise reform issues, summing up and disseminating 
experience, and promoting the conversion of state- 
enterprise operating forces and the establishment of a 
modern enterprise system; it organizes the examination 
and approval of national corporations (groups) 
excluding the banking and foreign trade specialties. It 
organizes the formulation, coordination, and application 
of key economic legislation; it guides enterprise manage- 
ment; it is charged with the macroeconomic control and 
guidance of urban collective, rural collective, and 
foreign-invested enterprises. 


8. The Technology Upgrading Department 


This organizes and guides the technical progress of 
existing enterprises, managing and coordinating their 
technological upgrading and technology importing, and 
drawing up, issuing, Organizing, and applying corre- 
sponding long-range plans and annual plans; it examines 
and approves above-quota technological upgrading 
projects; it works with pertinent sectors to study, formu- 
late, and disseminate policies concerned with enterprise 
technical progress in areas, such as finance, credit, tax- 
ation, and investment guarantees; it organizes and draws 
up key state plans for importing, assimilating, and 
absorbing technology; it participates in investment 
financing reform. 


9. The Technology and Equipment Department 


This studies, draws up, and promotes policy measures 
for combining S&T with production and enhancing 
enterprise technical-development capability; it promotes 
the joint development of production enterprises, colleges 
and universities, and research institutes, encouraging 
and supporting large enterprises to set up technology 
development centers; it organizes, formulates, issues, 
and applies programs and plans for new technology and 
new product development and dissemination and for key 
technical equipment projects; it promotes technology 
markets; it promotes enterprise-group technology 
activities, engaging in overseas technical exchange 
and cooperation. 


10. The Market Circulation Department 


This studies and draws up comprehensive laws, regula- 
tions, and policies in the field of circulation; it coordi- 
nates and guides commodity-market cultivation and 
establishment, analyzing market dynamics and develop- 
ment trends, and standardizing and overseeing circula- 
tion order; it works with pertinent sectors to organize, 
formulate, and apply annual regulation and control plans 
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for commodities; it takes part in and guides reforms in 
areas, such as circulation system and circulation 
enterprises; it participates in the formulation of policy 
measures for domestic-trade enterprises to develop 
externally oriented economies. 


11. The Foreign Economics and Trade Department 


This takes part in drawing up mid- and long-range plans 
and comprehensive legislation for foreign economic rela- 
tions and trade; it organizes and formulates annual 
regulation and control plans and coordinates enforce- 
ment problems; it participates in studying and drawing 
up foreign-trade system-reform plans and related regula- 
tions; it acts with concerned departments to draw up 
state-managed import-export commodity lists and man- 
agement regulations; it is in charge of the use of foreign 
investment by enterprises; it works with pertinent sec- 
tors to formulate and grant enterprise foreign trade 
operating authority terms and examination and approval 
procedures; it takes part in the formulation and adjust- 
ment of tariff items and rates and the establishment and 
perfection of our foreign exchange market. 


12. The Resource Conservation and Comprehensive 
Utilization Department 


This takes part in drawing up national legislation and 
policies on resource conservation, comprehensive utili- 
zation, environmental protection, and equipment man- 
agement; it organizes, formulates, and applies resource- 
conservation and comprehensive-utilization 
technological-upgrading demonstrations, rural resource- 
project loans, and loan-attraction plans; it helps to 
organize equipment and technology upgrading focused 
mainly on energy conservation and lower consumption, 
it guides and pushes enterprises to utilize resources 
rationally; it guides the work of concerned associations 
and monitoring, training, and technical service centers. 


13. The Economic Legislation Department 


This organizes, plans, and drafts comprehensive eco- 
nomic legislation in areas such as industry, transporta- 
tion, commerce, trade, and market establishment, as well 
as Organizing, executing, and overseeing inspections; it 
Organizes and guides the enterprise legal system; it 
comprehensively coordinates the economic laws and 
regulations of the departments (bureaus) within the 
SETC; it organizes, coordinates, and guides the eco- 
nomic and trade system’s common law work; it under- 
takes SETC administrative reconsiderations and lawsuit 
responses; it analyzes and studies domestic and foreign 
economic-legislation dynamics and trends, providing the 
necessary legal advisory service for routine economic 
and trade management. 


14. The Training Department 


This manages the training of enterprise cadres and 
economic-management cadres throughout China; it 
works with the pertinent sectors to organize and hold 
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educational activities in professional ethics for enter- 
prise employees; it is charged with studying and ana- 
lyzing business-management cadres and enterprise-cadre 
quality; it draws up legislation, policies, and measures 
concerned with cadre training: it engages in international 
cooperation and exchange concerning talent training. 
guiding enterprises to attract overseas intellectuals; it 
guides the work of its subordinate business-management 
training centers. 


15. The Foreign Affairs Department 


This is charged with organizing, formulating, and exe- 
cuting annual foreign-affairs plans and budgets and 
supervising their operation; it acts with the pertinent 
departments to undertake international, governmental, 
and departmental multilateral and bilateral foreign- 
affairs cooperation; it takes part in inviting foreign 
experts to lecture in China, sponsoring training classes 
and trips abroad by government functionaries for 
advanced study: it gathers, arranges. and promptly 
reports overseas economic and trade information, 
investigating and studying. 


16. The Personnel Department 


This implements I'arty and state cadre policy: it draws 
up SETC personnel-management regulations; it is in 
charge of cadre deployment, assessment, hiring and 
firing, rewarding and penalizing, and reserve-unit estab- 
lishment; it is responsible for jobs, such as organizational 
installation, staffing, labor and wage management. 
training of office workers, and talent information; it acts 
in line with its cadre-management jurisdiction to 
manage and guide personnel-service work for 
SETC-subordinate enterprises and institutions and 
SETC-managed state bureaus. 


17. The State Machinery and Electronic Product 
Import-Export Office 


This acts in coordination with the pertinent sectors to 
formulate policies, principles, and legislation for 
machinery and electronic product import-export man- 
agement, organizing execution, and organizing the pro- 
duction system for machinery and electronic exports and 
the technological upgrading of export-production enter- 
prises; it is charged with the management, coordination, 
and examination and approval of machinery and elec- 
tronic imports; it acts with the concerned sectors to draw 
up and revise machinery and electronic import-export 
management lists, taking part in the formulation of 
machinery and electronic import tariffs, tariff items, 
and tariff rates, opening up internatioal markets, and 
participating in pertinent international negotiations. 


18. The State Port Office 


This studies ways to improve the port-management 
system, studying and drawing up port-work principles, 
policies, duties, and measures; it is charged with planning 
the opening of sea, land, and air ports and opening 
hearings, coordinating the handling of port-work conflicts 
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and problems, acting with pertinent sectors to examine 
investment-subsidy planning for ports and related 
facilities, and guiding local port-management work. 


19. The State Council Tariff Committee Office 


This researches and formulates tariff policy, legislation, 
and execution plans; it works with concerned depart- 
ments to set forth plans in areas such as local adjust- 
ments of foreign-trade commodity tariff rates, and 
ammendments of customs import-export tariff annual 
temporary rates, tariff quotas, and special tariffs; it 
coordinates the handling of pertinent tariff reductions 
and exemptions; it draws up tariff measures to protect 
national-industry products, taking part in foreign tariff 
talks; it handles all matters handed over to it by the State 
Council Tariff Committee. 


20. The Organizational Party Committee 


This 1s charged with the party-mass work of the SETC 
organization and its subordinate units in Beijing. 


CASS Economists Review 1993 Economy, Project 
Trends 


94CE0481A Beijing JINGJIXUE DONGTAI 
[ECONOMIC DYNAMICS] in Chinese 
No 3, 18 Mar 94 p 3-12 


{Article by Wu Shangmin (0702 1424 3046) and Yuan 
Yongkang (5913 3057 1660) of the Chinese Academy of 
Social Sciences: “CASS Economists Review 1993 
Economy and Project Trends”] 


[Text] In conjunction with its counterparts at six eco- 
nomic journals, namely JINGJI YANJIU, JINGJIXUE 
DONGTAI, ZHONGGUO GONGYE JIiNGIJI, 
CAIMAO JINGJI, SHULIANG JINGJI YU JISHU 
JINGJI YANJIU, and ZHONGGUO NONGCUN 
JINGJI, the editorial department of the journal of the 
Chinese Academy of Social Sciences [CASS] held a 
seminar titled “Reviewing the Economy in 1993 and 
Projecting Developments in 1994” in mid-December 
1993. Over 20 experts and scholars reviewed the 
economy in 1993, analyzed the problems that may arise 
alter the reforms of 1994 are introduced, and put for- 
ward appropriate countermeasures. This article is a 
summary of their opinions. 


I. Review of the Economy in 1993 


1. The current economic cycle peaked in 1993. Last year 
also marked a turning point at which the economy 
retreated from its high point and began to slow down. 


It was in 1990 that the Chinese economy hit bottom 
during the previous economic cycle, with the GDP 
growing just 8 percent. In 1992 the economy raced 
ahead, sending the GDP climbing 13.2 percent. The 
GDP expanded another 14.1 percent in the first half of 
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1993 and 13.5 percent for the year as a whole. However, 
the GDP growth rate dropped every month beginning in 
July, from 25.1 percent in July and 23.4 percent in 
August to 19.1 percent in September and 16.4 percent 
in October. The economy has begun retreating 
from its heights. 


2. Marked progress in some major reforms. 


a) Key obstacles to price reform overcome. In terms of 
volume the market set the prices of 78.5 percent of 
agricultural byproducts, 79.6 percent of total social 
commodity retail sales, and 64.2 percent of capital 
goods nationwide in 1992. The market regulated the 
prices of 77.8 percent of agricultural byproducts, 83.4 
percent of consumer goods, 78.1 percent of industrial 
consumer goods, and 61.8 percent of capital goods. 
By late 1993 grain prices had been deregulated com- 
pletely; the market became the principal price-setting 
mechanism. Liangben and grain coupons were 
entirely done away with. Rationing has given way to 
free purchasing on the market. Although grain buying 
and selling between peasants and the state, including 
price-setting, is still inseparable from government 
participation, such participation abides by the law of 
supply and demand. This signals that the sticking 
point in Chinese reform has been overcome, making 
people more confident about the commercialization 
of public housing and rent reform. 


b) The establishment of a modern enterprise system has 
been put on the agenda. This has two basic implica- 
tions. First, the acceleration of the transformation of 
the mechanism of state enterprises. Should they go 
the company route? How far should we go toward 
privatization? How many should be converted into 
shareholding enterprises? How many should remain 
exclusively state-owned? Our choices must only be 
based on the masses’ practice and the demand of the 
market. Second, it must be suited for all enterprise 
types, including state, collective, and private enter- 
prises. To create a level playing field where all enter- 
prises can compete equally, we must allow funds and 
manpower to circulate freely in addition to creating a 
unified tax system. 


c) Preliminary progress has been made in the commer- 
cialization of capital goods. 1) In 1993 fund-raising 
channels in China were diversified and the volume of 
free trading on the money market increased. On the 
foreign-exchange regulating market, in particular, the 
government eased quota restrictions and allowed 
more room for spontaneous market regulation of 
supply and demand. At a time when the renminbi 
came under immense downward pressure, the govern- 
ment eschewed setting prices artificially. Instead it 
raised interest rates, on the one hand, and sold gold 
and foreign exchange from official reserves, on the 
other, in order to narrow the foreign exchange supply- 
demand gap. By changing the expectations of enter- 
prises and households about exchange rates, it has 
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succeeded in stabilizing the currency market. 2) ini- 
tial progress has also been made in the development 
of the labor market in the state economy. On the one 
hand, the emergence of the internal labor market, 
including the “one factory, two systems” practice in 
the allocation of jobs, has increased the flexibility 
with which capital and manpower within an enter- 
prise can be redeployed. On the other hand, the 
formation of the secondary job market has made the 
absence of labor movement between the state 
economy and non-state economy a thing of the past. 


d) The development of the private economy has accel- 
erated. 1) The number of newly registered enterprises 
has jumped sharply. Take the first quarter for 
instance, when 153,000 new companies were regis- 
tered, joining and increasing by over 10 percent the 
15,530,000 individual private industrial and com- 
mercial households already registered nationwide in 
1992. 2) Private capital has been buying shares in 
state enterprises, especially in rural areas and along 
the southeasterly coast. In Huzhou, Zhejiang Prov- 
ince, 34 silk factories, including both state enterprises 
and township collective enterprises, have taken the 
public-private partnership route, with private shares 
accounting for between 60 and 80 percent of all stock. 
The rate of success is 100 percent. 


e) Social security reform and other reforms have begun 
to pay off. Everywhere public housing reform has 
followed the “walking-on-two-legs” approach, that is, 
“raising rents and subsidies” and “selling off public 
housing on preferential terms at the same time. Both 
rents and housing prices remain on the low side and 
still trail market prices for the most part, so there is a 
need to come up with a more thorough reform plan 
which takes into consideration the whole picture. 
Nevertheless, we have taken the very crucial first step. 
It is unrealistic to hope to have the market regulate 
the welfare system overnight. 


3. The functioning of the macroeconomy has improved 
markedly; microeconomically, enterprise production 
looks grim. 


All around enterprises are short on working capital while 
their inventories pile up. Many enterprises are operating 
under capacity. Between July and October 1993, the 
gross ouiput value of state enterprises nationwide rose 
just 3.6 percent compared with the same period a year 
ago even though finished products took up 19 percent 
more funds than they did in the corresponding period in 
1992. Enterprises owed one another as much as 215 
billion yuan; almost 40 percent of industrial enterprises 
in the budget lost money. Goods loading yards at many 
train stations have been vacant since July 1993, sending 
the transportation agencies scrambling for users. 
Notable changes have occurred to the traditional “bot- 
tleneck” sectors during the last few months. Why enter- 
prises find themselves in this situation: 
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A) 


B) 


C) 


An overly tight monetary policy has created working 
capital shortages for enterprises. Even as the govern- 
ment cracks down on illegal borrowing and indis- 
criminate fund-raising, the banks have failed to 
replenish the enterpmses’ working capital as neces- 
sary. Between June and September enterprise 
deposits fell month after month, dropping below a 
level necessary to maintain non al production and 


operations. 


A number of unprofitable enterprises which have no 
chance of being turned around continue to exist and 
cannot go bankrupt. On the one hand, these enter- 
prises have fallen behind in their debt repayment to 
the banks, which erodes the latter's ability to make 
other loans. On the other hand, they also have trouble 
paying off their loans to profitable enterprises, exac- 
erbating “triangular debt” among enterprises. 


In the wake of the drive to trim the scale of fixed 
assets investment, demand for the output of raw 
materials industries and the electrical machinery 
industry has slipped. Fixed assets investment in all 
society in 1993 is expected to total 110 billion yuan, 
up 45 percent or so from 1992. However, substantial 
increases in the prices of investment goods, including 
land, since 1993 have effectively wiped out the 
nominai 45 percent gain in total fixed assets invest- 
ment. The prices of investment goods risen 40 per- 
cent since 1993. The real increase in fixed assets 
investment could not have exceeded 5 percent after 
adjusting for inflation, lower than the GNP growth 
rate in constant prices, also lower than the increase 
rate of the output of such investment goods as steel 
and cement. After June, therefore, steel inventories 
rose rapidly accompanied by tumbling prices. 


D) Supply continued to outstrip demand on the con- 


E) 


sumer goods market and industrial and commercial 
enterprises found themselves engaged :n increasingly 
ferocious competition on the market. Excess 
Capacity in many processing enterprises has led to 
over-competition in some industries. Commodity 
retail sales in all society are projected to hit 130 
billion yuan for all of 1993, up 18.2 percent from a 
year ago. The real increase rate. however, was merely 
6 percent or so after adjusting for inflation as indi- 
cated by the 12-13 percent increase in the 1993 retail 
price index. At 6 percent, the growth in social com- 
modity sales was notably less robust than the rate at 
which gross industrial output value and industrial 
increase value have been expanding. Thus lagging 
effective demand was a widespread problem 
affecting many industrial enterprises. 


Sluggish exports growth directly held back the steady 
expansion of output. Between January and 
November 1993, exports totaled $78.25 billion, up 
only 6.2 percent from the same period a year ago, the 
smallest increase since 1985. These are the main 
reasons for the slow increase in exports. First, energy 
shortages at home (primarily in the first half of the 
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year) have caused a drop in the exports of capital 
goods like petroleum, cement, and steel, China's 
staple exports for the past few years. Second, with the 
costs of industrial products rising, Chinese goods 
have become less competitive on the international 
market. Moreover, now that prices on the interna- 
tional market have softened, many enterprises have 
been selling their output at home rather than 
exporting them. Third, foreign trade enterprises are 
short on procurement funds, affecting the prompt 
a‘ quisition of goods to be sold overseas. Fourth, our 
ability to export nurtured by imports has been 
directly affected. A substantial portion of our exports 
consists of processed goods or assembled products 
made of imported raw materials and parts. Yet the 
foreign exchange regulation in the first half of the 
year rose to 1:10 or so. Fifth, protectionism has made 
further gains in our major trading partners in the 
West. Their so-called anti-dumping policies have 
curbed Chinese exports. 


Sixth, the fiscal situation has not improved appreciably. 
The majority of counties and municipalities in western 
and central China, in particular, have fallen behind in 
paying their employees, which has dampened consumer 
purchasing power in localities below the county level. 
Meanwhile, the state has reined in social insti\utional 
purchasing power and cut administrative and operating 
expenses, driving down the demand for such products as 
automobiles, office supplies, and drugs. 


Seventh, there was a bubble economy in some areas 
between 1992 and the first half of 1993. As soon as the 
monetary policy was tightened, real estate prices fell, 
tying up some funds. With some real estate companies 
having trouble paying their bills, the demand for invest- 
ment goods such as steel and cement sagged. 


4. The supply and demand of agricultural products were 
in balance by and large. Peasants’ incomes increased 
slowly. Superficial contradictions have moderated while 
underlying ones have worsened. 


a) Agricultural output for the year either held steady or 
inched up marginally. 1) Grain output for the year was 
906 billion jin, 3.4 billion jin more than 1992. The 
projected cotton output is 4 million tons, down 
500,000 tons from 1992. Oil-bearing crop output 
stood at 17 million tons, up slightly from the pre- 
ceding year. ii) Other cash crops: sugar crops, 75.54 
million tons, down 12.54 million tons, or 14.2 per- 
cent, from a year ago; flue-cured tobacco, 3.24 million 
tons, a gain of 118,000 tons, or 3.8 percent, from a 
year ago; and jute, 644,000 tons, up a little from last 
year. iii) Animal husbandry and the aquatic industry 
showed a growth momentum across the board. 
Between January and September 1993,, meat output 
totalled 24,202,000 tons, a gain of 9 percent from the 
same period a year ago. Counting only those prov- 
inces, autonomous regions, and municipalities 
directly administered by the central government 
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which contain the nation’s leading aquatic produc- 
tion bases, total aquatic output reached 9,568,300 
yuan, up 1,118,500 yuan, or 13.2 percent, from the 
level a year ago. 


b) Township and town enterprises continued their 
robust growth. Between January and November, their 
gross Output value soared 52 percent compared with 
the same period a year ago, while profits jumped 44 
percent and 170 yuan worth of goods were delivered 
for export, up 63 percent over the corresponding 
period a year ago. 


c) Price scissors between industrial and agricultural 
products further widened. Urban and rural markets 
grew more and more out of step with each other. The 
prices of agricultural products in 1993 continued to 
rise less rapidly than those of agricultural capital 
goods. Between January and June, the prices of agri- 
cultural capital goods climbed 16.5 percent whereas 
the procurement price index for agricultural byprod- 
ucts rose less than 6 percent. The consumer goods 
market in rural areas and the procurement and selling 
of agricultural byproducts and agricultural capital 
goods in 1993 are a cause for concern. Between 
January and July, urban consumer goods retail sales 
totaled 337.9 billion yuan, up 31 percent from the 
corresponding period in 1992, while consumer goods 
retail sales at and below the county level rose just 15.9 
percent from the level a year ago to 284.2 billion 
yuan. After adjusted for inflation, the increase was 
minimal. The urban market expanded 15.1 per- 
centage points faster than its rural counterpart. Never 
in recent years has the gap been wider than this. What 
this points up to is the peasants’ weak purchasing 
power. Between January and September the retail 
sales of agricultural capital goods amounted to 53.56 
billion yuan, down 6.32 percent from the same period 
a year ago; chemical fertilizer sales amounted to 64.85 
million tons, down 21.4 percent; pesticides, 446,000 
tons, down 9 percent; and agricultural plastic film, 
250,000 tons, down 29.6 percent. 


d) Slow growth in peasants’ earnings. After adjusted for 
inflation, per capita peasants incomes went up 3.7 
percent between January and September and are 
projected to climb 4 percent for the year as a whole, a 
more modest gain than the 5.9 percent recorded in 
1992. 


Because of the string of emergency measures taken by the 
government in 1993, many superficial rural contradic- 
tions have eased. Procurement funds for state-procured 
grain and reserve grain have basically been made avail- 
able. Every locality has moved to ease the inequitable 
burden on peasants. The phenomenon of people misap- 
propriating farmland arbitrarily has been checked. Be 
that as it may, some of the underlying contradictions in 
the operations of the rural economy remain outstanding 
problems, particularly the failure of peasants’ earnings to 
rise at a pace commensurate with the increase in the 
availability of agricultural products and the contrast 
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between rapid national economic growth and the fragile 
ability of agriculture to support such growth. In fact 
these problems seem to be worsening. 


II. Possible Problems After Introduction of Key 
Economic Reforms in 1994 


1. Overhauling the mechanism of state enterprises: dif- 
ficulties ahead. 


Overhauling the mechanism of state enterprises and 
creating a modern enterprise system imply the reorgani- 
zation of employment, which necessarily entails layoffs. 
Of the 150 million people in the nation’s work force 
today, 110 million, or over two-thirds, are state 
employees. Even if a mere one-tenth of their jobs are 
eliminated, we are talking about 10 million people. 
Assuming a dependency coefficient of 1.72, this means 
that 27.2 million people may find themselves penniless 
and homeless. At present there are over 100 million 
redundant agricultural workers who need to find jobs 
outside agriculture. Each year 13 million people in their 
employable years demand to join the labor force. And 
then there are anywhere from 10 to 13 million people 
who may be laid off by collective enterprises. All of this 
will mean cut-throat competition for the people whose 
jobs have been eliminated by state units. 


2. Non-market conduct of local governments. 


a) Reverse regulation by local governments, particularly 
in times of economic adjustment. Every time a cen- 
tral policy designed to control the overall volume of 
the economy and adjust its structure does not produce 
the desired results, the chief culprit is not enterprises, 
but local governments. The reason is that when the 
central government moves to decelerate economic 
growth as appropriate and cool the overheated 
economy, the overheated areas often comply with 
central intent on the surface while doing just the 
opposite in fact. They may report figures to the 
central government showing a slowing economy, but 
in reality persist in the fast-growth policy as a means 
of solving local unemployment and raising the level of 
local development. As far as structural adjustment is 
concerned, the central government has emphasized 
time and again that the development of “bottleneck” 
industries such as transportation and communica- 
tions should be speeded up by dece'erating the man- 
ufacturing sector. However, because the manufac- 
turing sector is highly profitable and offers a high 
added value, whereas basic industries need a long 
lead time, local governments commonly devote 
human, financial, and material resources to the man- 
ufacturing sector. As a result, structural adjustment 
has always had less than satisfactory results. 


b) Direct intervention in units below. The targets of 
such intervention are, first, enterprises; second, 
banks; and, third, peasants. In fact, both the prolifer- 
ation of apportionments and excessive meddling are 
the doings of local governments. 
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c) Building walls against one’s neighbors. Local protec- 
tionism and the imposition of local economic block- 
ades not only lead to project overlapping between 
different areas and cause them to end up choosing 
similar technologies and turning out similar products, 
but they also hamper the formation of a unified 
nation-wide market. 


3. Financial reform failing to keep up. 


So far funds allocation remains heavily tinged with the 
supply system. Interest rates charged by financial insti- 
tutions and banks these days are still controlled directly 
by the government. To put an end to this situation and 
fashion an independent, diversified, competitive, and 
effective new financial system, the most important thing 
is to resolve the inconsistencies in the distribution of 
interests and power between the government and 
enterprises, and between the central government and 
local governments. 


4. To what extent should macroeconomic regulation and 
control be tightened? There is no agreement. 


One school of thought holds that if the retrenchment policy 
continues, industrial production and perhaps the entire 
national economy may further contract. But if we abandon 
retrenchment, inflation may worsen. Without an enter- 
prise system that meets the requirements of the market 
economy and an effective microeconomic operating mech- 
anism, they argue, even the most brilliant macroeconomic 
economic policy will not do any good. It follows that any 
effort to formulate a correct macroeconomic policy and 
push ahead with the reform of the macroeconomic system, 
particularly the control and regulation system, must go 
hand in hand with the creation of an effective microeco- 
nomic operating mechanism. Experts in this camp identify 
three maior factors that would help determine whether or 
not the Chinese economy will grow rapidly in a balanced 
way in 1994. At the macroeconomic level, the question to 
ask is whether demand is being checked properly. At the 
microeconomic level, we look for efficiency, which, in 
turn, is conditional upon progress in enterprise reform. 
And in between, we look at the state of structural adjust- 
ment. Reform in 1994 will focus on the reform of the fiscal 
system, the tax system, and the financial system. We have 
only taken the first step in creating a modern enterprise 
system; no substantive progress will be made on this front 
in 1994. Under these circumstances, even if the fiscal, tax, 
and financial systems are reformed, it is doubtful those 
macroeconomic reforms will deliver the expected results in 
the absence of changes in the enterprise mechanism. For 
this reason, they argue, reform in 1994 should concentrate 
on the creation of a modern enterprise system. Then, and 
only then, should we reform the macroeconomic climate to 
go with it. Experiences in the West prove that a good time 
to reform the enterprise operating mechanism is often 
when the economy is expanding. Employment opportuni- 
ties are then more plentiful than when the economy is 
slowing down, making it easier to lay off redundant 
personnel and change the enterprise operating mechanism. 
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There is another camp which argues that we must not 
ease the macroeconomic climate in favor of develop- 
ment, but should continue belt-tightening. This is why. 
a) Some macroeconomic indicators remain very high, 
industrial output and prices have risen 22 percent and 12 
percent, respectively. In some large and mid-sized cities, 
prices have been climbing by as much as 19 percent. The 
drop in investment has been negligible. The danger of 
inflation remains very much alive. Ease controls, and 
disorder will take over the macroeconomic base which 
the transformation of the microeconomic mechanism in 
1994 depends on. Nor will we be able to do a thorough 
job in transforming the mechanism. b) A modern enter- 
prise system must be established step by step. A tight 
macroeconomic climate logically speaking provides an 
excellent opportunity for adjustment. However, no 
enterprise elimination mechanism is in operation yet or 
even exists. c) The consumer goods market will undergo 
new changes in 1994. After housing reform is imple- 
mented, there will be a marked shift in public consump- 
tion patterns. A substantial amount of funds will be 
spent on home-buying, necessarily eroding the pur- 
chasing of other consumer goods, which, in turn, will 
affect the adjustment of the entire production structure. 
So right now we should continue to keep a tight lid on the 
macroeconomy and create an enterprise elimination 
mechanism in order to pave the way for the overhauling 
of the entire operating mechanism. 


5. Financial reform soon to be introduced will encounter 
four roadblocks. 


Roadblock one: For the most part the central bank 
should use economic tools to effect macroeconomic 
regulation and control. A coherent macroeconomic reg- 
ulatory and control system featuring mainly indirect 
tools should be created. Neither can be accomplished 
overnight. This is why. a) External restraints and influ- 
ences (eg., government intervention, enterprise resis- 
tance, and a flawed investment system) have rendered 
the central bank “ineffectual as a regulator” aod “pow- 
erless as a controller.” b) We cannot change in an instant 
the macroeconomic objectives and methods of the cen- 
tral bank from the control mode of a planned economy 
to true market-style regulation and control. c) The pow- 
erful habit of pursuing fast economic growth will put up 
stiff resistance to the central bank as it goes about 
realizing its foremost goal: stabilizing the currency. 


Roadblock two: Establishing a policy-oriented bank. 
These are the difficulties: a) It is difficult to draw a clear 
line between policy-making and doing business in the 
absence of a common criterion for measurement. In any 
case, such a criterion usually changes constantly in the 
wake of shifts in the industrial structure and as the 
national economy develops. b) It is difficult finding the 
capital needed to establish a policy-oriented bank as well 
as the day-to-day operating funds it will require. Already 
the national treasury is saddled with a string of budget 
deficits. The creation of a policy-oriented bank no doubt 
will put the treasury under additional strains, worsening 
its fiscal plight. The issue of bonds may be an important 
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way to raise the funds needed to set up a policy-oriented 
bank, but bond-issue cannot possibly raise all or even 
most of the funds required. c) A policy-oriented bank 
will be hard pressed to realize or maintain its uniqueness 
as a policy-oriented bank in its operations. The slightest 
in attention and we may turn it into a second treasury or 
a commercial bank. 


Roadblock three: Developing a commercial bank is a 
protracted process for three reasons. First, before 
China’s specialized banks can be transformed into com- 
mercial banks, we must first clarify property rights 
relations, specifically by introducing a shareholding 
system. Yet it is far more difficult and far more compli- 
cated for specialized banks to adopt the shareholding 
system than it is for state enterprises to remake them- 
selves using the shareholding system, which is what they 
are doing at the moment. Second, China’s specialized 
banks have accumulated a large portfolio of bad loans 
and messy accounts over the years and lost credit funds 
heavily, their bad assets rate being significantly higher 
than that of major international banks. This too is 
another major barrier to their transformation into com- 
mercial banks. Third, will the future state-owned com- 
mercial banks be totally free from the disruptions of all 
sorts of factors and truly exercise decision-making 
authority in their operations? That will depend on every- 
body working together. Fourth, what would be the 
proper scale of operations for the commercial banks of 
the future? That is something yet to be settled. A large 
commercial bank boasts numerous outlets and branches, 
covers a wide area, and reaps the benefits of economies 
of scale. On the other hand, it tends to develop into a 
monopoly, stifles competition, and hinders the improve- 
ment of the quality of banking services. When a com- 
mercial bank gets too big, it will also lack the drive to 
introduce novel financial instruments. On the other 
hand, when commercial banks are too small and frag- 
mented, the development of the banking industry will be 
hindered and banks will have a harder time living up to 
their potential. 


Roadblock four: It takes time to regularize and interna- 
tionalize the capital market. Arduous efforts are needed 
to make the issue of bonds completely market-based, to 
perfect the bond-issuing bodies and bond credit rating 
system, to regularize the share-issuing market, and to 
unify the stock markets. (In particular, we must separate 
the legal-person share market and personal share market, 
A shares and B shares, and work out the entry of state 
shares into the market.) 


6. Fiscal and tax reform facing three major 
contradictions. 


Fiscal and tax reforms will harvest a bumper crop of 
benefits. However, they face these difficulties and 
contradictions as well: 


First, as we reform the tax system by introducing tax 
separation, we should be on guard against a proliferation 
of irregular measures, which runs the risk of turning the 
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reform into a mere formality. The experience of every 
nation suggests that a regularized and coherent tax 
separation system contains at least these four compo- 
nents: a) There should be a scientific and detailed 
division of labor between the Ministry of Finance at the 
center and local finance departments. b) Some tax types 
should go to the central governments and others to the 
local authorities so that each has its own separate inde- 
pendent taxes. c) Determine how much local govern- 
ments need to spend and the amount of revenue they 
should receive using standard law and factor law [yinsu 
fa 0936 4790 3127]. d) Using a standardized method, 
decide the amount of payments to be transferred by the 
national treasury to local governments. However, all 
conditions do not exist to date for carrying out these four 
components of tax reform. First of all, because adminis- 
trative reform is still under way, the jurisdictional 
boundaries between the central government and local 
governments have yet to be scientifically and clearly 
drawn in a detailed manner. The absence of clear juris- 
dictional boundaries will complicate the task of defining 
the respective functions of the Ministry of Finance and 
its local counterparts. Secondly, although enterprise 
income taxes and circulation taxes have been reformed 
at the same time as the tax separation system was 
introduced, that particular piece of retorm has done 
nothing to eliminate the problems in the existing tax 
system: the over-dependency on a handful of taxes, the 
fact that there are too few local taxes and the ones that do 
exist are of a very modest scale, which makes it hard to 
divide the different types of taxes between the center and 
local governments. Finally, the standard law and factor 
law used to determine local revenue and spending 
remain far from perfect, creating numerous difficulties 
for our effort to create a coherent tax separation system 
based strictly on standards. Nevertheless, tax separation 
must be introduced as soon as possible if fiscal reform is 
not to become a drag on reform as a whole. Given this 
situation, we must adopt an incremental strategy, closing 
in on the solution step by step. As our first step, we have 
no choice but to be flexible, for instance, by keeping 
some of the practices of the old system. This requires the 
leaders to be extra careful in pursuing reform with the 
right amount of aggressiveness. Otherwise the reform 
runs the risk of becoming a mere formality. The risk is 
twofold. First, under the existing tax system, the product 
tax, value-added tax (VAT), and business tax account for 
55 percent or so of all revenue derived from industrial 
and commercial taxes, and about 80 percent if we 
include the state enterprise income tax and tariffs. This 
fact makes it extremely hard to classify tax types. To 
decide what taxes should go to the central government 
and what taxes should go to the local governments, we 
must make some adjustments regarding the two major 
groups of taxes—circulation taxes and income taxes— 
with the aim of accommodating local interests. Other- 
wise we may end up turning the VAT and enterprise 
income tax into taxes shared by the central and local 
governments. When that comes to pass, the problems of 
the old tax-sharing system would re-emerge. Second, the 
use of the base number method cannot be completely 








JPRS-CAR-94-039 
7 July 1994 


eliminated during the first phase of reform. Also, there 
has as yet been no scientific and precise division of labor 
between the Ministry of Finance and its local counter- 
parts. These two conditions necessitate some flexibility 
in delineating the areas of sperding of local governments 
and deciding the amount of money they need to spend, 
which, in turn, makes it impossible to effectively over- 
come some of the weaknesses of the old system, such as 
buck-passing between the central and local governments 
as a result of ill-defined jurisdictional lines and the fact 
that it does nothing to encourage the advanced and 
penalize the backward. 


Second, income tax reform may impose an excessive 
burden on certain small and mid-sized enterprises. 


Third, mishandled, the reform of circulation taxes may 
trigger off tax-driven structural inflation. It is easy to 
have tax reform without increasing the tax burden 
overall. However, since tax reform involves replacing 
myriad disparate tax rates with two tax rates, it is 
unavoidable that there will be changes in the tax burden 
of different products. The tax burden on one product 
may be reduced while that on another may increase. In 
addition, new rules have been adopted making both ‘he 
consumption tax and VAT applicable to a single 
product. Mishandled, the reform of circulation taxes 
may fuel structural inflation. 


7. Rural development confronts a host of unfavorable 
conditions. It would be an uphill battle to achieve rapid 
growth in peasants’ earnings. 


First, with the introduction of a uniform exchange rate, 
the prices of imported chemical fertilizers will climb 
substantially. Second, the move by the government to 
abolish the dual price system for raw materials and 
replacing it with unified market prices will drive up the 
production costs and hence prices of agricultural capital 
goods. Some experts estimate that the agricultural 
departments would have to spend an additional 30 
billion yuan or so because of these two factors alone. 
Third, after the tax separation system is introduced, the 
macroeconomic regulatory and control ability of the 
central government will be enhanced, which will help 
increase agricultural investment. Meanwhile, however, 
local governments, their fiscal power diminished, may 
cut back on agricultural investment. Fourth, it is still 
unclear whether the creation of an agricultural policy- 
oriented bank would ensure that agricultural policy- 
based loans will be made available promptly. Fifth, if we 
succeed in gaining readmission to GATT, agriculture 
may have difficulty adjusting to it and take a beating in 
the short haul. Sixth, urban welfare reform in 1994, 
including housing reform, may weaken the demand of 
urban households for agricultural products, which mili- 
tates against the expansion of the market for farm 
products. Because of all these factors, rural economic 
growth in 1994 will have to contend with an uncertain 
external environment fraught with challenges. It 1s not 
hard to ensure a steady increase in grain and cotton 
Output in 1994. What is tough is reverse the sluggish 
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growth in peasants’ incomes. For one thing, since the 
latter part of the 1980's, constraints on the demand for 
farm output have become increasingly noticeable. For 
another, the ability of township and town enterprises to 
absorb manpower has been declining by the day and 
under-employment among peasants is worsening. Nei- 
ther of these problems can be eliminated by short-term 
emergency measures. 


III. Proposed Measures 


Some experts argue that reform in 1994 should concen- 
trate on the transformation of state enterprises into 
modern enterprises. Revolving around this focus, 
reformers should move on the following fronts in hopes 
of achieving a breakthrough. 


1. Innovate institutionally both inside and outside state 
enterprises. 


The keynote of internal enterprise reform remains 
changes pertaining to property rights. Setting up compa- 
nies of limited liability and shareholding limited compa- 
nies are essential measures that must be taken in order to 
establish a modern enterprise system and a modern 
market system. However, given the massive magnitude 
of state property rights, simply turning state enterprises 
into shareholding companies of limited liability may not 
be feasible. Consideration must be given to other 
options. Besides the shareholding company of limited 
liability, we should broaden the use of two other forms of 
property rights organization, namely partnership and 
personal independent capital, as appropriate. A mix of 
transfer, auction, leasing, contracting, and sale, among 
others, should be employed. To broaden the use of the 
latter two methods of property rights organization, we 
may sell off small state enterprises to individuals and 
families. Regarding those enterprises unsuited for capital 
concentration, we may deal with their separate parts 
differently. For instance, some branch plants may be 
sold to individuals and families and given a free hand in 
choosing their own form of property rights organization. 
Whatever method we choose, however, we must take 
stock of enterprise assets meticulously and do a good job 
in assets appraisal so as to prevent the loss of state assets. 


We must take a two-pronged approach toward enterprise 
reform: internal and external. To accelerate the transfor- 
mation of the enterprise mechanism in 1994, the first 
step is to speed up the socialization of welfare distribu- 
tion and make it market-oriented. This includes: a) Set 
up a socialized unemployment, old age, and health 
insurance program. Create a nation-wide social security 
bureau. Allow the creation of insurance companies of all 
forms and shapes that are completely accountable for 
their own profits and losses so that workers and their 
family members need not worry about their health care, 
pension, or unemployment benefits or depend on their 
units for such benefits. b) At present the unit is in charge 
of allocating housing among its workers. That should be 
brought to an end. All public housing should be run by 
commercial companies. Only after housing is socialized 
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will there be the free movement of labor between enter- 
prises. c) Create a flexible capital restructuring system. 
Simplify the administrative restrictions on capital 
restructuring. Cut back on the procedures for company 
registration in order to facilitate the formation of the 
enterprise bankruptcy mechanism and unemployment 
mechanism. After workers lose their jobs, some may pool 
funds or borrow money to open a store or start a business 
and hecome their own bosses. When small businesses 
multiply, many more jobs would be created for the 
redundant personnel of state units. 


2. Change the functions of the two levels of governments. 


First, government and enterprises must be separated 
from one another. Make the “enterprise without a 
mother-in-law” the norm. Governments should limit 
themselves to making laws and rules and collecting taxes. 
When the government adopts policies to stimulate or 
decelerate the economy or when it works to coordinate 
enterprise conduct, it must do so through the market 
coefficient. Even projects involving direct government 
investment should be contracted out to commercialized 
enterprises, instead of being operated by a government 
administrative agency. Provincial governors, mayors, 
and county chiefs should be engaged in public undertak- 
ings, including the formulation and execution of local tax 
rules after the introduction of the tax separation system, 
environmental management, and public investment in 
the infrastructure of a local scope. 


Revamping government functions may be considered on 
two levels. In principle, the functions of the central 
government are: a) regulate and control the macroecon- 
omy, including the growth and balanced management of 
overall employment and inflation, the money supply, the 
level of interest rates, and the level of tax burden 
nationwide; b) social security arrangements at the 
national level, including poverty and unemployment 
relief and pensions, benefits, and subsidies for ser- 
vicemen; c) inter-provincial infrastructural develop- 
ment; d) development of naturally monopolistic 
resources, extra-large-scale high tech and new-tech 
projects, national education, and research and develop- 
ment. Local governments should only concern them- 
selves with public affairs within their own jurisdictions. 
The basic functional distinctions between the central 
government and local governments are as follows. First, 
there is the difference of scope. The center takes care of 
the whole; a local government, a part. Second, local 
governments do not have the authority to regulate and 
control the macroeconomy by issuing and circulating 
currency. The only direct relationship between govern- 
ments at the two levels and all enterprises is one of 
taxation. All other regulatory conduct must be effected 
through the two media of the law and the market. 


3. Create an independent, pluralistic, and competitive 
financial system. 


We may try creating shareholding banks. However, any 
move to reform the banking system with hopes of creating 
a new banking system dominated by state banks but 
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featuring multiple ownership systems should be preceded 
by a process of law-making and institutional design. When 
the conditions are not there, we should not rush hastily 
into setting up shareholding banks and other private banks 
funded by a single individual. Among the specific 
measures proposed by the experts are the following: 


a) Revamp the functions of the People’s Bank of China 
[PBC] to turn it into a genuine central bank. As a 
central bank, it should, on the one hand, indepen- 
dently formulate and implement the monetary policy, 
control the money supply using a variety of tools, 
regulate the supply and demand of money, prevent 
inflation, and ensure the stability of the currency and 
the overall economy. On the other hand, it is also its 
responsibility to supervise financial institutions, reg- 
ulating the whole range of financial behavior using 
policies, laws, and regulations in order to ensure the 
healthy and safe functioning of financial institutions. 
Accordingly laws and regulations must be drawn up 
spelling out explicitly the functions and duties of the 
PBC and regularizing and standardizing its behavior. 
Relations between the Ministry of Finance and banks 
must be straightened out. The linkage between the 
government budget deficit and the issue of currency 
must be severed. An effective mechanism must be 
created by which the People’s Bank and the treasury 
can coordinate and condition each other. The Peo- 
ple’s Bank’s independence Bank must be augmented 
and its regulatory and control mechanism must be 
perfected. The People’s Bank’s supervision and mon- 
itoring of the execution of the monetary policy, the 
operations of the financial market, and the conduct of 
financial institutions must be intensified so as to 
create a normal financial order. 


b) Establish a policy-oriented bank. Transform the 
existing specialized banks by hiving off their policy- 
related function and, on that basis, turn them into 
genuine commercial banks. Furthermore, perfect 
existing commercial banks and develop urban and 
rural cooperative banks steadily but cautiously. Con- 
sider splitting up state specialized banks as appro- 
priate. Transcend the divisions of specialization by 
permitting the overlapping of areas of business in 
order to encourage legitimate fair competition. 
Clarify property rights relations. Strengthen the con- 
straint of property rights. Standardize the operations 
of commercial banks strictly. Even as the commercial 
banks themselves adopt assets to liabilities ratio 
management, the central bank should step up its 
supervision and management of commercial banks to 
ward off any banking crisis caused by their misman- 
agement and prevent commercial banks from 
over-lending, which will worsen inflation. 


c) Develop a capital market steadily. 1) Expand the scale 
of the issue of all kinds of bonds. Establish a bond- 
issuing body and a bond credit rating organization. 
State commercial banks as well as other financial 
institutions must hold a predetermined portion of 
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state bonds. National commercial financial institu- 
tions should be allowed to borrow short-term funds 
from the PBC using their bond holdings as security, 
thereby setting the stage for the central bank’s open 
market operations. 11) Expand the scale of the public 
issue of shares. Continue to develop and perfect the 
secondary market. Put together a nation-wide securi- 
ties price quotation network. Further expand the scale 
of the trading of legal person shares. iii) Promulgate a 
“securities law.” Standardize the issue and trading of 
shares in strict accordance with laws and regulations. 
Improve the management of stock exchanges and the 
trading system. Develop a host of cooperative invest- 
ment funds step by step. Take effective measures to 
crack down on major players on the stock market 
which manipulate stock prices. 


d) Major tasks in the reform of the credit funds man- 
agement system. First of all, without deviating from 
the goal of controlling the total volume, we may also 
try following intermediate operating indicators such 
as the money supply, total credit, the inter-bank 
lending rate, and the bank provision fund rate. Sec- 
ondly, gradually reform the central bank’s traditional 
way of regulating the basic money supply through its 
lending to commercial banks. Broaden the use of 
rediscount. Launch open market operations targeting 
state treasury bonds and foreign exchange. Thirdly, 
separate the funds and business management of com- 
mercial banks from that of policy-oriented funds. 
Sever the direct link between the basic money supply 
of the central bank and policy-based lending. Apply 
assets to liabilities ratio management and risk man- 
agement to both the renminbi loans and the foreign 
currency loans of commercial banks. 


4. Establish a fiscal system under which everyone is a 
taxpayer. 


The establishment of a unified everyone-is-a-taxpayer 
system can be tackled on three fronts: a) We must work 
out detailed and coherent tax collection rules and regu- 
lations, including provisions that differentiate national 
taxes from local taxes, that specify the tax types, rates, 
tax payment deadlines, scope, and penalties. The more 
detailed a tax law, the better. b) Establish a strict tax 
return filing system. Specify the time before which a tax 
return for the tax year in question must be filed. Indi- 
viduals and business owners are required to file tax 
returns with the tax department before a predetermined 
deadline. When a case of tax evasion is uncovered, the 
government should go over all records relating to the 
individual’s income and his tax returns for the past 
several years. Tax evaders should be punished severely. 
Use harsh penalties to cultivate a tax reporting habit 
among individuals and business owners. c) Establish a 
tax system under the independent control of tax bureaus 
at the central and provincial levels. Give tax officials full 
power to enforce the nation’s tax code. No government 
ad_ainistrative official shall override tax officials and 
offer tax cuts or exemptions to an individual or business 
owner under any pretext. 
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d) Regardless of their standing, nationality, age, and sex, 
all individuals shall pay taxes under the same tax code. 
Consideration may be given to adopting a work card 
system. Any person looking for a job must produce a 
work lhiard and tax returns at the same time. That way 
government keeps employers in line and employers keep 
employees in line. When a person wants to open a 
Savings account with a bank or an account with a 
currency trading organization, he also must produce an 
ID card as well as tax returns. 


Tax reform in essence is national revenue reform. Once 
fair competition is in place, with state enterprises and 
other enterprises operating by the same tax code, the 
amount of revenue collected by the state may well 
decrease, which would also force the government to trim 
spending. This makes it imperative that government's 
fiscal responsibilities be adjusted. The fundamental way 
out of the current fiscal bind is not to raise taxes 
(“diversifying sources of income”), let alone cutting 
spending on science and education (“reduce expendi- 
tures’’). Instead the only permanent solution is to reform 
the revenue and expenditure system root and branch, 
replacing the current fiscal system in which the govern- 
ment pays for everything with a public finance system. 
The government will continue to be responsible for 
investment in natural monopolistic industries, super- 
large projects, national defense, and some basic indus- 
tries. Otherwise, it should spend the majority of the 
funds at its disposal on social security and other public 
undertakings. 


5. Deepen rural reform and lay a solid foundation for the 
stable and healthy development of the national 
economy. 


First, speed up the creation of a new agricultural output 
circulation system that is market-oriented. For starters, 
prices must be truly deregulated. Of the 100 billion jin of 
grain being procured these days, the prices of 800 billion 
jin, that is, all except 200 jin of public grain, should be 
totally decontrolled. Cotton prices too should be fully 
decontrolled. Next, state grain enterprises should be 
thoroughly overhauled. Nurture a host of players on the 
market that belong to different economies. Create a 
trading environment conducive to fair and open compe- 
tition. Break down regional blockades to accelerate the 
formation of a unified national market. Third, establish 
a grain reserve regulating system and a risk fund to bring 
supply and demand into balance, regulate the market, 
and eliminate price fluctuations, thus protecting the 
interests of both producers and consumers. 


Second, work hard to popularize the shareholding coop- 
erative system in the countryside and deepen the reform 
of rural property rights. In recent years the shareholding 
cooperative system has been gaining popularity rapidly 
in the vast countryside. It plays a role in raising funds, 
making short-term loans, and reorganizing the elements 
of production. It has also been instrumental in defining 
rural property rights relations and transforming the 
operating mechanism of township and town enterprises. 
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Thus the shareholding cooperative system is yet another 
institutional innovation of substantive importance in 
rural reform after the household responsibility system of 
linking remuneration to output. 


It should be the objective of rural land reform in China 
to bring about the perpetuation of the land use rights of 
peasant households within the solid framework of the 
collective ownership of land. Laws and decrees should be 
used to define clearly and protect the various land- 
related rights and interests of peasant households during 
the contract period. Having done that, we can proceed to 
foster a circulation market for land use rights. To protect 
the peasants’ various legitimate rights and interests per- 
taining to land and properly reconcile the interests of 
peasants with those of the state and collectives, there is 
an urgent need to introduce a unified land rent system 
and put an end to the current confusion in which rents, 
fees, and taxes are all jumbled together inseparable from 
one another. This will go a long way toward lifting 
institutionally the onerous burden on peasants. Since 
there are wide gaps in the level of economic development 
from place to place, no attempt should be made to 
impose a uniform land system across the board. Some 
localities should be allowed to experiment on their own 
provided they fully respect the peasants’ wishes. 


Third, reform the residency registration system to pro- 
mote the mobility of agricultural manpower and accel- 
erate the urbanization of the rural population. The 
dual—urban versus rural—residency registration system 
is the institutional root cause of the gross retardation of 
Chinese urbanization. It was a major policy break- 
through on the part of the 3d Plenum of the 14th CPC 
Central Committee to call for the reform of the residency 
registration system. To establish a new residency regis- 
tration system means creating a mobile residency regis- 
tration system where cities are integrated with the coun- 
tryside in accordance with international practices. We 
may take an incremental approach. First look for break- 
throughs in small towns and small and medium-sized 
cities. Encourage peasants to build new towns from 
scratch or move into a city following a new urban system. 
After the existing dual—urban vs rural—residency reg- 
istration system is abolished and a new mobile residency 
registration system that integrates city with countryside 
is put in place, we must make a major effort to create 
intermediate employment service organizations of all 
shapes and forms, gradually forming a socialized 
employment service system that includes the provision 
of information, consulting, employment referral, and 
training to help rural workers correctly asses the costs, 
benefits, and risks of leaving agriculture for a non- 
agricultural sector, thus cutting the losses caused by 
ill-considered moves out of agriculture. 


Fourth, strive to develop intermediate market organiza- 
tions and increase the degree of self-organization among 
peasants. In nurturing intermediate market organiza- 
tions, we must encourage diversity, realize the principle 
of open competition, and take special pains to protect 
peasants’ interests. In recent years there have sprung up 
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all over the nation integrated businesses combining trade 
and industry with agriculture, trade associations, and 
markets for agricultural byproducts. They play a key role 
in linking production and sales. The state should 
encourage their development by offering them 
preferential treatment when it comes to funds and taxes. 


Fifth, establish a three-in-one rural financial system that 
integrates policy-oriented banking, commercial banking, 
and cooperative banking under one roof. 


Sixth, adjust the pattern of distribution of national 
income and enhance government’s ability to aid agricul- 
ture. Adjust the mix of revenue, the mix of investment, 
and the mix of credit. Increase the share of government 
investment in agriculture. The key is to discard the 
longstanding development strategy of emphasizing 
industry and slighting agriculture. Apart from estab- 
lishing a reserve regulatory system and risk fund, gov- 
ernment should aid agriculture by boosting agricultural 
infrastructural construction, intensifying and dissemi- 
nating agricultural scientific research and education, 
protecting resources, improving the ecological environ- 
ment, and enhancing agriculture’s overall productive 
capability and its ability to withstand natural disasters. 


Price Problems in Selected Provinces, Cities 


94CE0486A Beijing JIAGE LILUN YU SHIJIAN 
[PRICE; THEORY AND PRACTICE] in Chinese 
No 3, 20 Mar 94 pp 1-5 


[Article by Hao Jianxiu (6787 1696 4423): “Survey of 
Prices in Beijing, Shanghai, Jiangsu, and Zhejiang”) 


[Text] From 5 to 15 January, comrades from the State 
Planning Commission’s Market and Price Regulation 
and Control Office and I held discussions in Beijing and 
Shanghai about prices and associated matters with com- 
rades from the planning commissions, economic com- 
missions, price bureaus, and finance bureaus, and with 
some enterprise managers and plant directors in Beijing, 
Shanghai, Jiangsu, and Zhejiang. We learned about some 
situations there and formed some preliminary ideas 
about regulating and controlling prices. 


1. Correct Understanding of the Current Price Situation 


1993 was a year in which China scored major achieve- 
ments in the transition to a socialist market economy 
and in seizing opportunities to accelerate development 
of the national economy. It was also a year in which both 
price reform and price regulation and control made great 
advances. Nevertheless, price problems were also fairly 
conspicuous, principally the sustained rise in the overall 
retail price level, which increased excessively. In Being, 
Shanghai, Jiangsu, and Zhejiang alone, it exceeded the 
1993 planned level by an anticipated 17, 17.4, 15, and 16 
percent respectively, making 1993 the second higher 
price rise year since the beginning of reform. It is 
noteworthy that following macroeconomic regulation 
and control by the central government and individual 
provinces and cities, the price rise momentum slackened 














JPRS-CAR-94-039 
7 July 1994 


for a time, taking a downturn during August and October 
as compared with September. However, it rebounded 
again during November and December. 


During November 1993, prices of grain and edible oil in 
the above mentioned two cities and two provinces rose 
dramatically, and quickly spread to products made from 
grain and non-staple foods. The frequent rise in prices of 
grain, edible oil, meat, and vegetables alarmed the 
public. In addition, the public feared that taxation 
system reforms might adversely affect prices. Conse- 
quently, sales of consumer goods, particularly imported 
household electrical appliances, and gold jewelry 
increased greatly. After the Central Committee Office 
and the State Council Office issued an “urgent notice,” 
and the State Council convened an urgent meeting to 
hold down prices of grain and edible oil, all jurisdictions 
became highly vigilant and diligently adopted regulation 
and control measures. The two cities and provinces 
made sure to increase supplies and fatten reserves. They 
paid close attention to the production of nonstaple 
foods, and supported Basket Projects for increasing 
non-staple food production. They established reserve 
systems and risk fund systems for major commodities. 
They applied comprehensive economic, administrative, 
and legal methods to increase control over the prices of 
staple and nonstaple foods including grain, edible oil, 
meat, and vegetables. They conducted major price inves- 
tigations, and halted arbitrary fee collections and arbi- 
trary price hikes. They provided assistance to low 
income level and especially needy staff members and 
workers, instituted a compensation system whereby 
basic pensions were indexed to the cost of living, etc. 
Now grain and edible oil market prices are flat, the 
impetus toward price rise having haited for the time 
being. State, province, and city macroeconomic regula- 
tion and control measures have beg. to show success, 
relatively stable market prices having been substantially 
realized. The public shows satisfaction with this. It 
thanks the Party and the government for not having 
forgotten the common people; however, it remains 
apprehensive, fearing that the situation might unvavel 
again all of a sudden. Reportedly, every jurisdiction is by 
no means optimistic about this year’s price situation. 
They generally believe that controlling the national retail 
price rise within 10 percent will prove very difficult. 
Comrades in government price units in Jiangsu and 
Zhejiang believe there are numerous uncertainties that 
may adversely affect this year’s price situation, and that 
close attention should be paid at a high level to timely 
and accurate analyses and estimates of the market price 
situation, and commensurate remedies applied. 
Shanghai and Jiangsu have set up a provincial and city 
level market price situation analysis and regular meeting 
system, which top leadership comrades preside over 
once a month. The Jiangsu provincial government has 
decided to hold such a meeting once every 10 days before 
the lunar New Year. We believe that use of such a means 
for maintaining close watch on how the market price 
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situation develops and use of correct judgments about 
the situation to stabilize market prices is feasible and 
should be encouraged. 


2. Earliest Possible Spotting of the Effect of Each 
Reform on Business Enterprises, the Peasants, and 
Staff Members and Workers 


The government will inaugurate many major reform 
measures during 1994 that are bound to produce major 
readjustments in the relative interests of different indus- 
tries and enterprises versus the citizenry. Some reform 
measures will overlap in a complex relationship. Since 
these problems will have a major bearing on enterprises, 
peasants, and staff members and workers, it is necessary 
to spot with all possible speed, correctly publicize, and 
provide many explanations to reduce turmoil. 


1) Readjustment of Grain Prices Will Hurt the 
Peasants’ Income and Expenditures 


The government has decided to change the grain 
procurement guaranteed floor price to a uniform 
support price beginning with the marketing of the 
new grain crop in 1994, i.e., raise the price 10 yuan 
per 50 kilograms above the 1993 grain procurement 
price and the additional price not included in the 
base price. At the same time, it will decontrol prices 
of the agricultural means of production, including the 
price of chemical fertilizer. Statistics from both 
Jiangsu and Zhejiang show that at an expenditure of 
2.40 yuan for 3 kilograms of urea needed to grow 50 
kilograms of grain, and an expenditure of 2.00 yuan 
for 1 kilogram of diesel fuel, plastic sheeting, and 
water and electricity, supposing a 25 percent grain 
commodity rate, the peasants will have to pay an 
additional 16 yuan. This does not include the price of 
labor. Therefore, the price paid the peasants per 50 
kilograms of grain will have to be increased between 
15 and 20 yuan in order to arouse peasant interest in 
growing grain. Zhejiang Province believes that if the 
procurement price is increased by only 10 yuan, 
thereby increasing procurement expenditures 800 
million yuan in order to increase peasant income 450 
million yuan, the peasants will lose 350 million yuan, 
the reverse subsidy [i.e., the peasants subsidizing the 
state] amounting to 10 yuan per capita. Grain price 
reform, which started out with raising prices to give 
the peasants increased income, will turn into a loss. 
This state of affairs must be understood clearly. The 
peasants must gain material benefit. 


2) Effect of a Rise in Crude Oil Prices on Agricultura! 
Means of Production Concerns 


The Shanghai Wujin Chemical Industry Plant esti- 
mates that during 1993 the state allocated 175,000 
tons of parity price petroleum at 360 yuan per ton. 
The premium price for the 175,000 tons of petroleum 
within plan averages 1,250 yuan per ton. When the 
parity price crude oil is abolished in 1994, all petro- 
leum being prc vided at the premium price, and the 
premium price is raised, the price of light fuel will 
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rise from 380 to 1,850 yuan per ton, and the price of 
diesel fuel will increase from 380 to 1,500 yuan per 
ton. Thus, urea plant marketing costs will rise from 
860 to 2,065 yuan per ton. The current market price 
of urea is only 1,050 yuan per ton, so even if it 
marketed at the state-set maximum price of 1,200 
yuan per ton, the enterprise will still lose 865 yuan 
per ton. The country’s first large nationalized chem- 
ical fertilizer installations will face the threat of a halt 
in production, and small chemical fertilizer plants 
producing ammonium sulfate will face a similar 
situation. According to Shanghai statistics, readjust- 
ments of the prices of five major categories of prod- 
ucts, together with the single foreign exchange rate 
now used for imported agricultural pesticides means 
that Shanghai agricultural means of production 
trades will face a 560 million yuan increase in expen- 
ditures, which agricultural means of production 
enterprises cannot stand. 


3) Effect of Taxation System Reform on Prices 


Generally speaking, taxation system reform will not 
cause a rise in the overall price level. However, it may 
have varying degrees of effect on the prices of specific 
goods and on enterprises. For example, readjustment 
of tax rates at various stages of the production 
process may change the cost of certain products. 
According to preliminary statistics from Jiangsu 
Province, the price of 26 percent of products will rise 
for this reason. If a product tax is change to a sales 
tax;, making the tax burden on gold and diesel fuel 
higher than formerly, this will lead to a rise in prices. 


In the commodity circulation realm, if the means of 
production added value tax basis is expanded from 
the difference between the warehouse entry and the 
sale price to the difference between the warehouse 
entry and the sale price plus direct expenses (mostly 
transportation), the tax burden of some business 
concerns will increase greatly. The prevailing whole- 
sale iax on means of livelihood is 10 percent of the 
difference between the warehouse entry and sale 
price, but an added value tax amounts to 14.53 
percent of the difference between the entry and sale 
price, a net increase of 4.53 percentage points. When 
this is carried over into the retail realm, it could 
cause a 0.5 percentage point rise in prices. Of course, 
in the current taxation reform, tax burdens have been 
reduced in the retail realm. The tax burden can be 
digested without causing a rise in prices. However, 
specific provisions must be made for this, and corre- 
sponding regulations prepared. 


For some formerly tax exempt agricultural and side- 
line products such as cotton, once an added value tax 
is levied at the time of procurement, even though 
refunded, the tax burden will increase, and this might 
also spur a rise in the cotton retail price level. 
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The Jiangsu Provincia! Price Bureau and Taxation 
Bureau estimate that the prices of some goods will 
increase markedly because of changes in tax rates. The 
price of nonglutinous long grain rice will increase 
between 0.03 and 0.04 yuan per shijin; the price of 
vegetable oil will increase by 0.10 yuan per shijin; the 
tax on cotton will increase by 26 yuan per dan; the tax 
on gold will rise between 12 and 13 yuan per gram; and 
the tax on coal will increase by 23.10 yuan per ton. 


In addition, during the taxation system reform pro- 
cess, various miscalculations could produce a rise in 
prices. Therefore, greater explanation is needed 
about the problems that may occur. 


4) Effect of a Single Currency Exchange Rate on Prices 


The institution of a single currency exchange rate will 
greatly increase the import costs of mostly the means 
of production and goods used in agriculture. Jiangsu 
Province reports that the merging into one of the 
formerly different exchange rates at 3 yuan renminbi 
to $1 will mean a 600 million yuan increase per year 
in enterprise imports for technological transforma- 
tion. This rise in costs will cause a rise in product 
prices. Following the merger of exchange rates, 
Jiangsu Province’s annual imports of agricultural 
means of production will cost nearly 100 million 
yuan more, a substantial portion of which will be 
passed on to the peasants. A change from the parity 
price foreign exchange price to the negotiated price of 
chemical fertilizer will increase the peasants burden 
by 150 million yuan. 


5) Effect of Various Reforms on Processing Enterprises 


The several major reforms inaugurated in 1994 are 
important measures for moving enterprises toward 
the market to make them into real main market 
entities. In long-range terms, this helps the healthy 
development of enterprises. However, it must also be 
realized that a number of large- and medium-sized 
state enterprises will find the change in their returns 
painful. Between January and November 1993, 277 
Shanghai state-owned industrial enterprises within 
local budget posted losses. This was 28.9 percent of 
all enterprises. It is estimated that following the 
inauguration of various reforms during 1994 that a 
number of new enterprises will be added to the list of 
those posting losses. Jiangsu estimates that following 
institution of the new fiscal system, 34 percent of all 
state-owned industrial enterprises within budget will 
por losses, especially in the chemical, light, and 
tex.le industries. One hundred ninety-four, or 40 
percent, of the province’s 500 textile enterprises will 
post losses. 


6) Weakening of City and Town Residents’ Tolerance 


Because of Overly Rapid Price Rises 


A random sampling of 500 urban Shanghai house- 
holds between January and November 1993 showed 
an approximately 10 percent decline in real income 
over the same period in 1992. The public utility price 
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reforms inaugurated in 1994 will increase the living 
expenses of staff members and workers by between 
16 and 24 yuan per month. Figured at the 1994 
estimated cost of living price index, each resident's 
monthly expenditures will increase by somewhat 
more than 50 yuan. A Jiangsu Province comprehen- 
sive statistical survey of 2,020 households (6,506 
people) at different income levels showed 1,132 
households, or 56 percent of the total number, as 
having a monthly income of 190 yuan or more, and 
341 households, or 16.9 percent of the total number, 
as having a monthly income of 130 yuan or less 
between January and November 1993. Approxi- 
mately 11 percent of the households surveyed could 
not make ends meet and lived in very straitened 
circumstances. A Nanjing survey showed approxi- 
mately 16.7 percent of staff members and worker 
families as having a per capita monthly income o less 
than 100 yuan. Approximately 80,000 of the 800,000 
staff members and workers in the province’s textile 
industry were semi-unemployed and unable to draw 
a fully wage. 


3. Diligent Summarization of Experiences in Stabilizing 
Prices 

Price stability and control of inflation are important 
requirements for the smooth conduct of various major 
reforms and for ensuring the sustained, rapid, and healthy 
development of the national economy. They are also indis- 
pensable in setting the public’s mind at ease. During 1993, 
governments and price units at all levels as well as agencies 
concerned did much work and scored a certain amount of 
success in stabilizing prices. Following the treriendous rise 
in grain and oil prices, in particular, they locked the barn 
after the horse had been stolen, adopting quite a few 
truly effective measures and accumulating some new 
experiences, principal of which were the following: 


First, government control cannot be relinquished for 
important products having an effect on the national 
economy and the people’s livelihood such as grain and 
edible oil. They must be regulated as the market situa- 
tion warrants. A whole body of regulation and control 
methods must be studied, drawn up, and put into effect 
beginning with ensuring overall balance to guarantee 
price stability. 


Second, market basket projects for the development of 
nonstaple food production must not be abandoned. They 
must be steadily consolidated and developed. Right now 
prices of grain and edible oil have become relatively stable. 
The next hot spot, or sensitive commodities, may very well 
be meat and vegetables. Grain and edible oil prices may be 
stabilized by using reserves, or by increasing imports or 
decreasing exports. Stabilizing vegetable and meat prices, 
however, will require mostly reliance on market basket 
projects. However, the material basis and the policy mea- 
sures for stabilizing meat and vegetable prices has been 
greatly weakened during the past one or two years. In some 
places, vegetable production bases have been converted to 
development zones. Production, supply, and marketing of 
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meat and vegetables has halted there. Vegetable fields no 
longer grow vegetables; they produce other commodities. 
The Nanjing Livestock Company has even been converted 
to a pet market. Some places have also suddenly abolished 
various subsidies for meat and vegetable production. The 
recent rise in prices of grain, edible oil, meat, and vegeta- 
bles cleared the heads of very many leading cadres, who 
realized that market basket projects are “365 projects,” 
1.e., projects to be conducted 365 days a year without 
missing a single day. Shanghai moved its vegetable fields 
to the far-out suburbs where they are to remain for 20 years 
without change. Jiangsu Province’s treasury gave Nanjing 
10 million yuan to maintain market basket projects. All 
these methods are very good. They should be consolidated, 
developed, and steadily amplified. 


Third, price stabilization requires application of “three 
techniques” all at the same time. Most recently all 
jurisdictions have employed administrative, economic, 
and legal techniques to hold down prices. Examples 
include administrative measures such as setting max- 
imum price limits, guaranteeing floor prices, reporting 
price rises for purposes of the record, fee collection 
licenses, annual application to collect fees, and control of 
differentials. In addition, a reserve system and a price 
risk fund system were set up for important commodities. 
A market price regulation fund was set up, and both 
wholesale markets and futures markets were set up. 
Peasants were also allowed to enter the city to sell 
produce directly. Every possible economic device was 
used to check prices. Furthermore, legal devices such as 
revising regulations on marking prices clearly to enable 
better checking of prices were used to safeguard the 
regular price order. Judging from the situation now, the 
application of these three techniques produced marked 
results. The facts demonstrate that so long as the market 
system remains insufficiently strong, the role of admin- 
istrative means cannot be prematurely weakened. How- 
ever, as the imbalance between supply and demand 
abates, administrative techniques should give way more 
and more to economic and legal techniques. 


Fourth is acceleration of structural readjustments to 
advance enterprises transformation of their operating 
mechanisms, and to improve the ability of price reform 
to respond to emergencies. The rise in prices of basic 
products and raw and processed materials is bound to 
increase processing industry costs, thereby adding to the 
difficulties of business concerns. The difficulties of the 
chemical industry, light industry, and the textile industry 
are particularly conspicuous. The Shanghai Textile 
Industry Bureau calculates, for example, that price 
increases for just processed materials, fuel, and power 
will cost, textile concerns an additional 1.01 billion yuan 
in 1994, an amount far greater than the 200 million yuan 
increase in 1993. Therefore, everyone must take the 
actions needed to ease this pressure on industry. How- 
ever, pressure may also translate into motivation for 
innovation and change. The Shanghai Meters and Tele- 
communications Industry Bureau and the Textile 
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Industry Bureau has scored marked successes in read- 
justing various actions taken or underway when faced 
with price rises and other problems that reform occa- 
sioned. For example, they boldly imported foreign cap- 
ital, making some enterprise joint ventures. Enterprises 
that simply could not be saved, they closed, suspended, 
merged, or switched to other lines of production in a 
resolute readjustment of the industrial structure. They 
made some firms that were doing poorly but that had a 
good geographic locations get out of secondary industries 
and into tertiary industries. They concentrated on the 
dispersal of personnel and promoted industrial integra- 
tion; and they established and made use of futures 
exchanges in an effort to stabilize prices of raw and 
processed materials. Facts show that emergency mea- 
sures can only ease temporary difficulties; only pervasive 
reform provides a real solution. 


Fifth is making the stabilization of society and the 
calming of people’s fears an important task to be given 
close attention. Price reform is a process of readjusting 
benefits that may produce a certain amount of polariza- 
tion leading to social instability and public alarm. There- 
fore, in moving ahead with price readjustments and 
reforms, *’e must take public tolerance into account. After 
the inauguration of reforms, a certain amount of compen- 
sation must be given the public. At the same time, the 
difficulties of enterprises that are facing difficulties and 
families that are experiencing hardships must be eased. 
Shanghai set 210 yuan as the minimum income for 
inci mbent staff members and workers, and 160 yuan as 
the minimum support for staff members and workers 
awaiting jobs. It also instituted a compensation system in 
which the pensions of separated and retired personnel 
were indexed to the cost of living. These measures were 
welcomed by hard pressed staff members and workers, 
and by city and town residents. With the approach of a 
new year, governments and vocational units in charge at 
all levels, as well as leaders of business concerned also 
launched a “provide warmth” campaign. When removing 
redundant personnel, they “acted both as necessary and 
compassionately,”’ doing all possible to help staff mem- 
bers and workers dispel anxiety and solve difficulties. The 
Shanghai Meters and Telecommunications Industry 
Bureau set up a “leadership team to solve hardships,” 
which took various actions to help, supervise and urge 
along, and impel enterprises facing hardships to solve 
their problems. During the past year, 40 percent of 
troubled enterprises have reached their “difficulty resolu- 
tion” goals. Jiangsu Province leaders personally convened 
meetings to study how best to resolve the livelihood 
problems of students in institutions of higher education. 
They also decided to have grain units provide grain at the 
break even price to students during the winter break; to 
provide frozen meat from storage at the break even price; 
and to provide staple vegetables at the wholesale price. 
They also asked Nanjing City to increase the plan supply 
of water, electricity, and gas. They asked school logistical 
units to reduce the number of supply middlemen, pro- 
ducers providing supplies directly to sellers to lower costs. 
Such methods should be generally applied. 
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4. Glaring Problems in Current Price Work and Their 
Solution 


Comrades in price units in Beijing, Shanghai, Jiangsu, 
and Zhejiang unanimously agree about the existence of 
numerous factors unfavorable to the promotion of price 
reforms this year. The Third Plenary Session of the 14th 
Party Central Committee designed a framework for a 
new market economy system, and further unified the 
thinking of the whole party and people throughout the 
country, all of which are favorable to the building of a 
market economy system. In particular, the five major 
reform measures that the country will promote during 
1994 enhance macroeconomic regulation and control, 
and help overall balance. Fairly high speed growth of the 
national economy, structural readjustments, and 
improvement of economic returns will provide a solid 
material basis for price reform. Governments at all levels 
are also devoting renewed attention to prices, improving 
leadership of price work. All these actions create condi- 
tions for smooth performance of price reform. However, 
some glaring contradictions and problems existing in 
economic life today must also be faced squarely. Infla- 
tionary pressures are very great and the price situation 
offers no cause for optimism. These problems are man- 
ifested in the following main ways: 


First is the rapid economic growth, which necessitates a 
very powerful push against prices. The lag effect of the 
too great a scale of investment nationwide during 1993, 
and the substantial increase in the amount of money in 
circulation will generate a fairly strong demand pull on 
market prices. Plans call for a 12 percent increase in 
Jiangsu Province’s GNP for 1994, and the actual 
increase may be greater. In 19093, Zhejiang Province’s 
GNP increased 25 percent, its industrial output 
increasing 52 percent. Plans call for a 12 percent increase 
in its GNP during 1994, and the actual increase is also 
likely to be greater. Given such high speed growth, 
holding price increases within 12 percent in the two 
provinces will be very difficult. Monitoring of prices of 
the main means of production in Jiangsu Province shows 
a halt in the downturn of prices of 16 leading products 
that are high everywhere in the country. Prices of most 
goods have begun to rise. 


Second is the latent factors for instability in agriculture. 
Prices of grain, edible oil, and nonstaple foods remain 
high and are not likely to decrease. This is because much 
land has been taken over for construction, the amount of 
cultivated land declining too fast. Rural manpower is 
moving out of agriculture; abandonment of agriculture 
to work in industry is on the rise; and land lies unculti- 
vated everywhere. It is estimated that 1.88 million mu of 
cultivated land in Jiangsu Province has beer allowed to 
lie fallow. This is 2.8 percent of the cultivated land area 
of the entire province. Returns from the growing of grain 
and cotton are relatively low; thus, pezsant interest in 
production is not high. Because of the substantial differ- 
ence in comparative returns, the ratio between the grain 
and cash crop growing areas has narrowed from 6:45 to 
5:5. Orchards have come down from the hills, and 
farmland has been converted to fish ponds displacing the 
growing of grain and cotton. 
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Third is the enormous increase in industrial expendi- 
tures during the past two years, which makes for a 
certain amount of rigidity in industrial production costs. 
This will become a major factor spurring a rise in prices 
of industrial goods. 


Fourth, intensity of price reforms planned for 1994 is 
very strong, and these reforms have to be meshed with 
foreign exchange and other reforms, in addition to which 
the reforms have been inaugurated hastily without suf- 
ficient publicity or explanation. This has caused much 
misunderstanding that may cause a rise in prices. 


In view of the above favorable and unfavorable condi- 
tions, an over. helming majority of comrades in price 
units everywhere have bucked themselves up to do a 
good job, and they have made many positive suggestions 
as well, which we believe are reasonable and should 
receive serious attention. 


First an active and consistent policy must be maintained in 
price reform. Acceleration of reform in basic industries 
such as transportation, energy, and raw and processed 
materials is entirely necessary in order to increase reserve 
strength for development of the national economy. How- 
ever, in view of the weakening of processing industries’ 
digestion capability, and since agriculture is a weak link in 
the national economy, refortn of basic product prices 
cannot be undertaken in haste. In particular no more 
supplementary projects outside plan should be inaugu- 
rated. Prices of the agricultural means of production are 
particularly in need of stabilization. Prices of the main 
kinds of fertilizer and of diesel fuel used in agriculture 
should not be decontrolled at the same time. 


Second, the inauguration of economic reform projects has 
an effect on prices. Before reforms are inaugurated, discus- 
sions should be held with price units, price units partici- 
pating in the drawing up of reform plans. Inauguration 
should be done in conjunction with actions taken on prices 
to avoid provoking fairly great fluctuation of market prices. 


Third is earliest possible e*’ablishment of a system for 
macroeconomic regulation and control of the overall price 
level. From the central government to local governments, 
completely meshed regulation and control measures 
should be set up for the overall price level and for major 
commodities such as grain, edible oil, nonstaple foods, the 
means of agricultural production, and housing so as to 
avoid slapdash solutions when emergency situations occur, 
scattering shots, many different entities having different 
ideas about the same problem, and one agency elbowing 
another out of the way, or a hollow system, lack of a 
clear-cut action entity, and mutual buck passing, or several 
groups implementing a single method, with no one in 
charge of anyone else and no one subordinate to anyone 
else. It is suggested that the State Council designate an 
agent responsible to conducting a study, unifying concep- 
tions, preparing complete plans, and clearly setting what is 
to be regulated and controlled, the regulation and control 
methods, operating procedures, and principal regulation 
and control entities. 
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Fourth is a speed up of price legislation. There 1s a crying 
need for price laws. Improper price competition in the 
form of profiteering, monopoly, and driving up prices is 
not authoritatively defined causing chaos .n the com- 
modity price order. Government price units are hard put 
to exercise effective supervision and checks. Thus, a 
“price law” should be enacted quickly. Before the “price 
law” appears, it is suggested that individual price laws 
and regulations be presented to provide local price 
agencies a legal basis for doing their work. 


Fifth is perfection of price control division of lab or to 
straighten out channels for price control. Some prices 
that have always been controlled by price units or that 
can be controlled in conjunction with departments con- 
cerned should not be lightly transferred to the control of 
other agencies in the course of price structure reform 
without diligent study, validation, and State Council 
approval. In addition, prices of some commodities 
essential to production that constitute important basic 
prices in the national economy should be specified as 
under control of price units or price units should take 
part in controlling them. 


Sixth is better leadership of price work and maintenance 
of continuity in the price corps. Price probiems affect the 
overall political and economic situation in the country. 
Price work entails the shouldering of heavy burdens over 
a long period. Local price units are both enforcers of 
central government macroeconomic regulation and con- 
trol and the organizers and implementors of price 
reform. They are also economic supervisory organs 
bearing heavy responsibilities. Leadership of price work 
requires improvement, and continuity must be main- 
tained in local price agencies and among price corps 
personnel, the better ta complete price reform tasks and 
promote economic development and social stability. 
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Jiangsu Survey Views Enterprise Political Work 
94CE0530A Nanjing QUNZHONG [THE MASSES] 
in Chinese No 4, 5 Apr 94 pp 34-36 


[Article by Zhou Qi (0719 3825) and Ding Hao (0002 
3185), affiliated with the Urban Propaganda Offfice of 
the Jiangsu Provincial Party Committee’s Propaganda 
Department: “Survey of Jiangsu’s Current Enterprise 
Ideological and Political Work Status”’] 


[Text] At the end of 1993, we specially surveyed nearly 
100 enterprises on Jiangsu’s new explorations in enter- 

prise ideological and political work in the course of 
establishing a socialist market economy, and are now 
summing them up as follows: 


New Conditions and Issues 


While our enterprise ideological mainstream is sound and 
progressive, it also contains many blind spots and miscon- 
ceptions. There are two conspicuous points: 1. While the 
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vast number of employees have contrasted with our 
reform practice with cur historical experience, recuog- 
nizing the validity of the party’s basic line and Deng 
Xiaoping’s theory of building socialism with distinct 
Chinese characteristics, so taking much greater initiative 
than previously in scizing opportunities, accelerating 
reform, and developing historically, certain comrades 
remain unclear about many issues. This shows that our 
ideological and political work is still faced with a very 
difficult task in the area of arming enterprise cadres and 
employees with Deng Xiaoping’s theory to resolve deeper 
ideological issues. 2. While our market-economy devel- 
opment has brought about many changes in areas, such as 
employee value assumptions, struggle targets, criteria 
judgements, interpersonal relations, and life-styles, in a 
mostly positive direction, certain inferior styles and neg- 
ative things are also clearly increasing, with the value 
assumptions of some employees clearly developing in the 
direction of an emphasis on economics, material things. 
material benefits, markets, and individuality. Faced with 
the irresistible allure of material interests, some 
employees have grown politically apathetic. with a poor 
sense of ideals, ethics, and convictions, and a dampened 
awareness of the spirit of patriotism, socialism, collec- 
tivism, selfless contribution, and bitter struggle. So our 
ideological and political work needs to take into full 
consideration this dual market-economy impact. to 
provide positive and effective guidance. 


The adjustment of profit relations and lack of reform 
implementation and completeness have brought out many 
new conflicts, exacerbating our ideological and political 
work duties. 1. State enterprises hold that their current 
market-competition terms are unfair, giving them many 
worries about their futures. As our ownership structure 
and economic composition have changed, the internal 
and external survival climate for state enterprises have 
also changed sharoly. Nanjing comrades call this a 
“three, two, one” shockwave, or one of “the three kinds 
of foreign trade” enterprises, second occupations, and 
[individual] household operations. Some hold that cur- 
rent policies favor “the three kinds of foreign trade” 
enterprises, township enterprises, private enterprises. 
and household operations, leaving state enterprises on a 
very uneven playing field in market competition, with 
the “accumulative deaths of the elderly, preference for 
the young, and doting on sons in laws” leading to much 
concern about futures. 2. “Priorities” are wrong, with a 
lack of confidence that the “Regulations’ will be imple- 
mented. Some leaders focus their energies mostly on 
areas, such as development zones, real estate, stocks, and 
new project starts, not regarding the implementation of 
the Regulations“ as a priority of priorities to be empha- 
sized; government functional conversion is lagging. 
unsuited to the needs of enterprise reform practice; our 
social security system is unsound, meaning that enter- 
prises lack the necessary terms for intensified reform; the 
enterprise external climate is poor, with apportionments 
by all public sectors leaving enterprises in an unspeak- 
able state. While the Resolution” of the Third Plenary 
Session of the 14th CPC Central Committee clearly set 
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forth the state-enterprise reform direction to be the 
establishment of a modern enterprise system, many 
comrades “remain unclear* about the new ideas set forth 
in this “Resolution, not knowing how to go about the 
next stage of “forces conversion and system establish- 
ment.“ 3. State enterprises have severe problems of 
talent and technology erosion and “furtive sales of 
intelligence.“ The city of Wuxi reports that state- 
enterprise talent losses have expanded from technicians 
and scientists a few years ago to factory directors and 
managers at present, with more than 10 factory directors 
having “jumped the groove™ to township enterprises and 
FIEs [foreign funded enterprises]. State-enterprise talent 
erosion has discontinued the tackiing of key S&T prob- 
lems and new-product development, causing a tech- 
nology loss from which some enterprises never recover, 
directly affecting enterprise survival and growth. 4. 
Employee concerns and priorities have increased. A. 
There is concern about the [income] distribution gap, 
with a feeling that it is hard for industrial workers to get 
rich through hard work, and about the clear drop in 
income for senior workers after they leave their posts; B. 
There is great concern about employees not being the 
masters of their own affairs. While the three system 
reforms stimulated employee production initiative, they 
also aroused the “hired-hand awareness“ of some 
employees, C. There is concern about the current party 
style, anti-corruption, public order, and social climate. 
While there is wholehearted support for the party Cen- 
tral Committee's most recent anti-corruption measures, 
concern remains that the matter will be hard to basically 
resolve. Poor public order leaves employees lacking a 
sense of security: the poor social climate touches off 
wave after wave of kindly thoughts about the past. 


In order for our enterprise ideological and political work 
to adapt to new conditions, we will need to resolve many 
issues. 1. Impacted by the macroclimate, our enterprise 
propaganda and indoctrination results are less than 
ideal. Some say that we are in a state of “three nots,” in 
which “leaders do not emphasize, propaganda cadres do 
not want to speak out, and employees do not want to 
listen.” A key factor in this is that theory is not thor- 
oughly integrated with practice, leaving propaganda 
cadres on too level of a playing field with employees, 
thus making it hard for them to temporarily explain 
many new market-economy issues. This results in our 
having no response to questions of urgent concern to 
employees, and being unable to resolve the most pressing 
enterprise difficulties, with people already knowing what 
we know, so not wanting to listen to what we have to say. 
Money has such great allure that it leaves too large a gap 
between immediate lives and what needs to be advo- 
cated. 2. Enterprise propaganda cadres have an unstable 
mindset. They are generally reported to wish to transfer 
sooner and faster to the business sector to realize their 
own values. Of 134 propaganda cadres in Changzhou’s 
textiles, electronics, and industrial chemical systems, 40 
have now left, making up 33.5 percent. Of Zhenjiang’s 
enterprise propaganda cadres, 27.8 percent say that they 
are satisfied with their current jobs, 32.2 percent are 
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awaiting organizational reassignment, and 40 percent 
wont to transfer to other lines of work. The survey 
questionnaire found that 67.8 percent of enterprise pro- 
paganda cadres lack enthusiasm for their current propa- 
ganda work. This is due to: A. low pay, with psycholog- 
ical and character imbalances; B. The difficulty of the 
work, with political merit hard to assess, and the public 
not recognizing the “value” of propaganda work. For 
instance, not one of the recipients of the “*May-First” 
medal was ever a propaganda cadre. Of all the newspaper 
advertisements for talent, not one enterprise has ever 
advertised for a senior political worker, C. In the many 
enterprise joint ventures and shareholding systems, 
political-work cadres are treated coldly. 3. The enterprise 
ideological and political work leadership system is out of 
order, with many practical operating problems. The 
[business] “centers” and [political] “foci” within enter- 
prises have been consolidated, with total reliance on 
individual quality and comradeship, but no legislation or 
rules as safeguards. Some say that the Party Committee 
is called the “focus,” but it is actually a “hollow.” Can 
the party appear in enterprises as a fault divorced from 
its Own most concentrated local base in the working 
class? Others ask: As the “Regulations” do not give 
enterprises ideological and political work decision- 
making power, is this a legislative omission or a delib- 
erate evasion? ‘f investigation uncovers enterprise 
propaganda and ideological work problems, what 
restraints are there? 


New Explorations and Practices 


In guiding ideology, we are firmly establishing a ‘focused 
awareness” and service mentality, while persisting in con- 
verting forces but not directions and moving toward markets 
but not getting out of tune. Faced with current realities, the 
Lianyungang East Wind Pharmaceutical Plant Party Com- 
mittee has cleared up three confused ideas: 1. That busi- 
ness takes priority, and ideological and political work must 
concede; 2. That ideological and political work can be 
emphasized once economic efficiency improves; 3. That as 
long as economic efficiency is good, ideological and polit- 
ical work is also naturally fine. The Jiangsu Oil Pros- 
pecting Bureau Party Committee notes that: Direct service 
means “sticking close,” sticking close to production, mar- 
kets, and management; indirect service means “adher- 
ence,” adherence to holding positions, working unremit- 
tingly, and particularizing and systematizing regular 
indoctrinations. 


In work targets and tasks, we are fully considering the 
“degree of interrelationship with” enterprise reform and 
establishment. The survey showed generally that under 
the new conditions, ideological and political work needs 
accomplishments, with targets and plans set based on 
key enterprise tasks, clear and specific targets, and no 
large, empty, or far reaching slogans. As we are faced 
with the major mission of cultivating the new man with 
“four haves,” we need to break this mission down into a 
number of specific tasks to be accomplished in the 
enterprise reform and establishment process. 
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In work substance, we are striving to broaden our fields, 
planting our feet firmly in the grand arena, and doing a 
good job of “macropropaganda.”’ Jiangsu’s enterprise 
ideological and political work substance is no longer 
limited to political indoctrination, but has expanded to 
fields, such as economics, S&T, and legal knowledge. 
with an emphasis on developing talent, cultivating an 
entreprenurial spirit, and molding a business image. 
Meanwhile, we are placing equal emphasis on internal 
and external propaganda, internally becoming more 
cohesive, and externally striving for more knowledge. 
Certain enterprises in Suzhou and Wuxi are also putting 
on “cultural plays and economics acts,” sharply 
enhancing the inclusiveness of enterprise ideological and 
political work, by taking a new route of propaganda and 
ideological work combined with economic activities and 
tackling of key problems. 


In our leadership system we are doing the “one-shoulder 
carry,” and in the organization of our forces we are doing 
“macro-pelitical work.’’ Many enterprises, particularly 
midsize and small ones, are practicing a leadership 
system of the party and government being “carried on 
one person’s shoulder,” creating more favorable condi- 
tions for a joint emphasis on ideological and political 
work by the party, the government, labor unions, and the 
Communist Youth League [CYL]. Our administrative 
cadres generally “have two functions for one post,” which 
is beginning to form a macropolitical-work“ order, 
enabling our political-work ranks to expand instead of 
shrink. All of this provides a forceful organizational 
guarantee for overcoming the "two skins.“ 


In our working mechanisms, we are cultivating new 
mechanisms integrated with business management ‘‘from 
soft to hard and from illusory to real.’’ Many enterprises 
hold that to achieve a “dual emphasis and dual tough- 
ness,” we will have to establish a complete set of tough 
and operable rules and regulations, to put our ideological 
and political work on track with business management. 
The Nanjing No. 2 Machine Tool Plant Party Com- 
mittee has explored through practice a set of effective 
ways to put ideological and political work on track with 
business management, enabling ideological and political 
work to genuinely achieve close cooperation, real imple- 
mentation, and tough measures in line with central work, 
by better rationalizing party-government relations, and 
forming a new order of “separate functions yet combined 
goals, separate responsibilities yet joint targets, partic- 
ular work emphases yet a joint working pace, and sepa- 
rate management substance yet joint management 
means” to promote the coordinated development of the 
enterprise building of “the two civilizations.” 


In our propaganda means, we are bringing the mass 
media into full play, improving overall results. Many 
enterprises are starting to run factory newspapers, radio, 
and closed-circuit TV, to display their advantages of fast 
time-effectiveness, broad coverage, and large impact. 
Enterprise newspapers have become a means of contact 
between the leadership and employees, a link in the 
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building of the ‘“‘two civilizations,” an external- 
propaganda medium for enterprises, and the key posi- 
tion of ideological and political work. The Ministry of 
Railways Qishuyan Rolling Stock Plant Party Com- 
mittee has made enterprise radio and TV a key means of 
expanding propaganda channels, designing and drawing 
up special programs based on macropropaganda func- 
tions. We have emphasized dynamics for quick response, 
follow-ups for increased effect, and special topics for 
intensive guidance. Meanwhile, we have shifted down, 
extending microphones and cameras to employees, 
trained on “a production line,” which has been widely 
welcomed by employees. 


In our work methods, we have regarded enterprise culture 
as a key carrier. The public understanding of enterprise 
culture is more complete and thorough, with enterprise 
culture no longer being seen as simply employee cultural 
amusement activities, but rather being understood more 
intensively on the three levels of quality, concept, and 
system. Our enterprise cultural establishment 
throughout Jiangsu has shifted from spontaneity to 
awareness at a higher level. 


In capital construction, we have spared no input. 1. In 
modernized mass-media means, we have spared no 
input; 2. In raising employee quality and developing 
talent, we have spared no input; 3. In employee cultural 
entertainment facilities, we have spared no input; 4. In 
ideological and political work establishment per se, we 
have spared no input. The Xuzhou Heavy Machinery 
Plant has also established a “spiritual civilization estab- 
lishment reward fund” and an “ideological and political 
work creativity award.” 


In the building of our ranks, we have vigorously developed 
“composite” propaganda cadres. In addition to enhanced 
training, we have also instituted job-change training, 
talent exchange, and multi-talent cultivation. Some 
enterprises have paid attention to guiding political-work 
cadres to improve three capabilities: 1. The ability to 
consider, study, and perform Party Committee and 
executive-center work from the overall perspective of 
enterprise business growth; 2. The ability to provide 
spiritual motivation by preparing the way for economic 
growth and intensified reform; 3. The ability to guide 
grass-roots Party organizations in resolving conflicts and 
difficulties encountered in the “‘dual emphasis.” 


In our assessment criteria, we have strictly avoided for- 
malism. Many enterprises are striving to surmount the 
old ideological and political work framework of self- 
circulation, -service, and -criticism, conscientiously 
making real results in enterprise reform and service 
establishment the criteria for work judgement. We are no 
longer emphasizing organizational size, personnel quan- 
tity, activity frequency, or standards quality, but rather 
emphasizing that our ideological and political work 
status must be established through service to economic 
development, our ideological and political work effi- 
ciency must be expressed through service to economic 
development, and our ideological and political work 
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image must be founded on service to economic develop- 
ment. Some enterprises are requiring political-work 
cadres to pass ‘“‘two tests: 1. They must pass the test of 
enterprise administrative leadership; 2. They must pass 
the test of the market-economy “macroclimate.” This 
means more initiative and awareness focused on core 
work, to initiate a new order. 


New Thoughts and Suggestions 


We need to better clarify and develop ways and operating 
means for enterprise Party Committees to perform their 
crucial political function. As to Jiangsu’s enterprise prac- 
tice, enterprise party organizations play their key polit- 
ical role in the process of converting enterprise operating 
forces through guaranteeing and overseeing the imple- 
mentation of party and state principles and policies in 
their enterprises, particularly the implementation of the 
““Regulations;” through taking part in key enterprise 
decisionmaking, such as administration, personnel 
hiring and firing, and employee-congress deliberations; 
through closely combining production operations with 
reform, doing a good job of employee ideological and 
political work; through supporting positive work by 
employee congresses; through emphasizing the party- 
Organization establishment. To give enterprise party- 
Organization work better rules to follow, we suggest the 
revision of the ““CPC State Industrial Enterprise Grass- 
Roots Organization Work Regulations.” 


The enterprise leadership-system model and organiza- 
tional setup should be set by enterprises themselves. 
Despite the model used, it definitely must be suited to 
enterprise reform and development needs, contributing 
to better and improved enterprise ideological and polit- 
ical work. 1. We need to pay attention to preserving a 
capable and efficient political-work cadre corps, on 
which grounds to take the “macro-political work” path 
of combining full- with part-time and “‘dual functions for 
one post.” We need to correct the status quo in some 
enterprises of no propaganda-work functioning bodies, 
or posts but no one to full them. 2. Enterprises practicing 
the leadership model of the “‘one-shoulder carry” for the 
Party and Government must achieve “the one-shoulder 
carry with dual emphasis and dual toughness,” taking 
conscientious implementation steps. Enterprises 
adopting models, such as separate Party and Govern- 
ment establishments or overlapping part-time, must also 
clarify functions and rationalize relations, using the 
system to ensure “dual emphasis and dual toughness.” 3. 
We need to study the relations between Party Commit- 
tees and boards of directors in shareholding enterprises, 
exploring ways and means for party organizations to play 
their key political role in shareholding enterprises. 


We need to stabilize and upgrade our enterprise propa- 
ganda-cadre ranks. 1. Enterprise Party Committees, par- 
ticularly the administrative leadership, need to empha- 
size and support propaganda-cadre work, providing the 
appropriate status and pay, to genuinely achieve equal 
treatment with administrative, technical, and business 
staffs; 2. The enterprise and public medias need to fully 
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affirm the status and role of propaganda work, acknowl- 
edging the value of propaganda-cadre work achieve- 
ments, and vigorously rewarding propaganda cadres who 
make outstanding achievements, to stimulate their ini- 
tiative and creativity. We need to help enterprise propa- 
ganda cadres improve their quality, creating ‘““compos- 
ite” talent suited to market-economy development 
needs. First, we need to enhance our training, at the 
provincial level emphasizing pre-post and post training 
for senior political workers, at the municipal level 
emphasizing pre-post and post training for mid-level 
political workers, and at the responsible department, 
company, and enterprise levels emphasizing the training 
of other propagandists, to form a graded training net- 
work throughout Jiangsu. Second, we need to better 
indoctrinate and evaluate administrative cadres, guiding 
them to emphasize ideological and political work, and to 
learn how to do good ideological and political work. In 
addition, during dynamic job changes and exchanges, 
we need to preserve the vigor and vitality of our 
propaganda-cadre ranks. 


We need to find new carriers, strengthening our propa- 
ganda-media position and means, and creating while car- 
rying on. 1. With business management as the carrier, we 
need to develop new mechanisms for integrating ideolog- 
ical and political work with business management; 2. With 
the modern mass media as the carrier, we need to change 
from “manual operation” to “modernized means,” doing 
a good job of running enterprise newspapers, radio, and 
closed-circuit TV; 3. With enterprise culture as the carrier, 
we need to cultivate the entrepreneurial spirit, establish a 
business image, and create ranks of employees with the 
“four haves;” 4. With Party, political, and staff schools as 
the carrier, we should allow qualified enterprises to con- 
tinue to run independent political schools, as well as 
including them in enterprise indoctrination centers; 5. 
With party-mass activities as the carrier, we need to 
conduct theme-indoctrination activities, making indoctri- 
nation enjoyable, and carrying on abundant spiritual activ- 
ities for employees. We need to adhere to our ideological 
and political work regular-meeting system, Party Com- 
mittee central organization study system, and ideological 
and political work goal-management system, intensifying 
ideological and political work among enterprise teams and 
groups, and persisting in previously effective ways and 
means combined with the spirit of the times, to keep our 
ideological and political work full of vigor and vitality. 


We need to study and explore ideological and political 
work experiences in “the three kinds of foreign trade” 
enterprises, private enterprises, and household operations. 
In “the three kinds of foreign trade” enterprises, we need 
to reinforce our party organizational establishment, to 
achieve “four synchronisms,” or synchronized setting 
forth of examined and approved projects with party 
organization establishment; synchronized consideration 
of preparatory groups with party-branch leadership elec- 
tions; synchronized recruitment of employees with 
deployment of party-member cadres; synchronized Party- 
branch establishment with enterprise production opera- 
tions. As to wholly foreign-owned enterprises, we need not 
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act with undue haste, rather first recruiting in enterprises 
in the name of labor union chairmen, and then when 
conditions are ripe setting up party organizations. In 
mostly Chinese-run “three kinds of foreign trade” enter- 
prises, we need to bring the advantages of both coopera- 
tive sides into full play, absorbing and drawing on foreign 
management experience, combined with our previously 
effective ideological-indoctrination traditions, to better 
and more vividly build the “two civilizations.” In mostly 
foreign-run “three kinds of foreign trade” enterprises, we 
need to win the foreign side’s trust and support, achieving 
two “‘adaptations,” or making the foreign side gradually 
adapt to Chinese national conditions, and helping our side 
to gradually adapt to the foreign advanced management 
style. This will genuinely turn our ideological and political 
work into a key component of modern business manage- 
ment with distinct Chinese characteristics. We need to 
unite with and reply on our side’s personnel, fully stimu- 
lating their initiative, launching our ideological and polit- 
ical activities mainly in the forms of small-scale, dis- 
persed, and after-hours, acting in line with the principle of 
“seeking common ground while reserving differences” to 
handle cooperative relations with foreign firms, and safe- 
guarding the legitimate rights and interests of employees; 
we need to emphasize the enterprise cultural establish- 
ment, finding an ideological and political work style 
“needed by enterprises, welcomed by employees, and 
comprehensible to foreigners.” We need to bring into full 
play the role of self-employed worker associations in our 
ideological and political work, better studying and guiding 
ideological and political work in private enterprises. 


We need to perfect and tighten our macroeconomic guid- 
ance of enterprise ideological and political work, while 
giving enterprises full decisionmaking power. Enterprise 
decision-making power over ideological and political work 
means mostly that enterprises can act in line with the 
overall demands of the authorities combined with their 
own unit’s production-operation and employee-ideology 
realities, to set their own indoctrination goals, plan their 
own indoctrination substance, set their own indoctrination 
times, and choose their own indoctrination methods. 
From now on, macroeconomic guidance of enterprise 
ideological and political work by provincial and municipal 
propaganda departments should emphasize the following 
four areas: 1. We need to intensify our investigation and 
study, analyzing and understanding employee ideological 
conditions, and promptly presenting guided indoctrina- 
tion views; 2. We need to enhance our leadership of media 
and cultural work, bringing our media-orientation role 
into full play, to create a fine public opinion environment 
for our ideological and political work in enterprises; 3. We 
need to emphasize exemplary models, encouraging healthy 
trends and rewarding the advanced; 4. We need to 
strengthen our coordinating links among enterprises, 
between enterprises and society, and between propaganda 
departments and the business sector. The Jiangsu Party 
Committee Propaganda Department should adhere to the 
enterprise ideological and political work regular-meeting 
system and the employee ideological and political work 
study-group annual-meeting system, conscientiously tight- 
ening and perfecting its macroeconomic guidance of 
Jiangsu’s ideological and political work in enterprises. 
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Smooth Transition to New Tax System Reported 


94CE0520B Beijing GONGREN RIBAO 
in Chinese 22 May 94 p 1 


[Article by Hai Zi (3189 1311): “Smooth Transition to 
New Tax System Reported’ 


[Text] According to information from the State Admin- 
istration of Taxation, the reform of China’s industrial 
and commercial taxes, a matter of profound interest to 
all social quarters, is proceeding normally 4 months after 
its introduction. The transition from the old system to 
the new, it may be said, has essentially been smooth. 


According to the information, the normal and successful 
operation of the new system is epitomized by the fol- 
lowing. National economic development has entered the 
projected macroeconomic regulatory and control target 
range. Revenue continues to grow steadily, up 29.2 
percent by late April compared with the same period last 
year. What is more, central revenue and local revenue 
have been increasing simultaneously. Despite tax 
reform, market prices have not changed substantially. A 
number of misconceptions have been cleared up. Most 
miscalculations have been corrected. Furthermore, all 
quarters in society and most enterprises have reacted 
favorably to the new tax system, which has also won high 
praise from a number of international tax experts. From 
propaganda and personal experience, foreign-funded 
enterprises realized that the new tax system has not 
increased their tax burden and are no longer skeptical. 


An official from the State Administration of Taxation 
said that by changing the traditional pattern of distribu- 
tion, the new system has also given rise to new circum- 
stances and problems. In response to the situation in the 
real world, tax agencies have made some policy adjust- 
ments to correct a number of tax burden problems that 
had drawn the most complaints. For instance, preferen- 
tial policies for civil administration welfare enterprises, 
school-run enterprises, and wholesale enterprises which 
buy and sell ‘‘food basket” commodities were retained; 
tax payment is now followed by a tax rebate. The 
value-added tax [VAT] on agricultural products, metallic 
mineral products, non-metallic dressed mineral prod- 
ucts, and coal has been reduced from 17 to 13 percent. 
There is a 2-year VAT exemption period for grain and 
cooking oil wholesaled by state grain and foodstuff 
commercial enterprises which is for domestic consump- 
tion. Feed, seeds, chemical fertilizes, pesticides, agricul- 
tural plastic film, farm machinery, and other agricultural 
capital goods are exempt from VAT. Running water, 
small hydropower stations below the county level, and 
some building materials like sand, soil, and stones are 
taxed at 6 percent. Taxes are deducted at the rate of 6 
percent on waste and used materials purchased from 
private individuals. Transportation fees are taxed at the 
rate of 10 percent. Regarding the enterprise income tax, 
a preferential policy will continue to be applied to high 
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technology enterprises, tertiary industry enterprises, 
enterprises that utilize the “three wastes,” newly created 
enterprises in ‘old liberated areas, areas inhabited by 
minority nationalities, border regions, and impoverished 
areas,” enterprises that provide employment services, 
school-run enterprises, civil administration welfare 
enterprises, and township and town enterprises. 


The official said that the measures have succeeded in 
ameliorating a number of problems but it will be some 
time before everything is worked out. 


(Excerpted from BEIFANG SHICHANG DAOBAO 12 
May) 


Study Views Industrial, Commercial Tax Reform 


94CE0509A Beijing GUANLI SHIJIE 
[MANAGEMENT WORLD] in Chinese 
No 2, 24 Mar 94 pp 87-90 


{Article by Liu Zuo (0491 0146), affiliated with the State 
Auministration of Taxation; edited by Jiang Dongsheng 
(5592 2639 3932): “A Study of the Issues Involved in 
China’s Industrial and Commercial Tax Reform’’] 


[Text] China’s industrial and commercial tax reform was 
put into effect throughout China on | January 1994. 
This tax reform could b~ said to be China’s largest single 
one of broadest scale an.. deepest substance since 1949. 
Since the implementation of this reform was necessary 
for our establishment of a socialist market economy and 
will sharply speed up the intensification of China’s 
economic development and reform, everyone from the 
state to all regions, sectors, and industries are putting 
great emphasis on it, with those in all walks of life and 
internationally also particularly concerned. 


I, Our Tax Reform Guiding Ideology and Basic 
Principles 


Our guiding ideology in this tax reform is to consolidate 
our tax laws, achieve fair tax burdens, streamline our tax 
system, achieve a rational division of powers, bring 
order to our distribution relations, guarantee revenues, 
and establish a tax system suited to the needs of our 
socialist market economy. The basic principles that must 
be observed in this reform are: 


1. It must help to stimulate both central and local 
initiative and strengthen central macroeconomic reg- 
ulation and control capability. That is, it adjusts the 
tax structure, rationally differentiating tax categories 
and setting tax rates, and paving the way for insti- 
tuting tax sharing and putting central and local dis- 
tribution relations in order; tax reform will raise the 
ratio of tax revenue to GNP, rationally setting central 
and local revenue-distribution percentages. 
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2. It must contribute to bringing into full play the role of 
taxation in regulating individual income and regional 
economic growth, promoting coordinated economic 
and social development, and achieving joint 


prosperity. 


3. It must be advantageous for achieving fair tax bur- 
dens and promoting equal competition. That is, it will 
gradually resolve the setting of tax categories and 
rates based on various forms of ownership and dif- 
ferent regions, consolidating the enterprise income 
tax and perfecting tax turnover to ensure roughly fair 
tax burdens for all types of enterprises, and paving the 
way for equal competition in markets by enterprises. 


4. It must benefit the realization of state industrial 
policy, speeding up economic structural adjustment, 
promoting the sustained, rapid, and sound growth 
of the national economy, and raising economic 
efficiency. 


5. It must be favorable to the streamlining and standard- 
ization of tax categories. That is, it will eliminate tax 
categories unsuited to economic development, 
merging duplicate tax categories, instituting certain 
necessary tax categories, and achieving a streamlined 
and efficient tax system. Meanwhile, it will empha- 
size drawing on international practice, adopting as 
much as possible more standardized tax collection 
methods, and maintaining tax-system completeness, 
in the interests of preserving the unity and solemnity 
of our tax laws. 


II. Turnover-Tax Reform Essentials 


Turnover-tax reform was one of the crucial parts of this tax 
reform. Before this reform, our turnover tax system was 
the collection of value-added taxes in most industrial- 
production fields, the collection of product taxes on a few 
manufactured goods (such as tobacco, alcohol, power, gas, 
and industrial chemicals), and the collection of business 
taxes mainly in commerce and other tertiary industries. 


Since this reform, our turnover tax system is composed 
of value-added, consumption, and business taxes. In the 
field of industrial production and wholesale and retail 
commerce, we generally collect value-added taxes; we 
have abolished the product tax, collecting overlapping 
value-added and consumption taxes on a few consumer 
goods; we collect business taxes for services not subject 
to value-added taxes and sales of real property. 


Our new turnover tax system is uniformly applicable to 
domestic- and foreign-funded enterprises, while elimi- 
nating the collection of the consolidated industrial and 
commercial tax from foreign-funded enterprises. We have 
changed the former collection of product taxes on farming, 
forestry, livestock raising, sideline, and fishery products to 
the collection of farm-specialty and slaughtering taxes. 
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1. The Value-Added Tax 


1. For commodity production, wholesale, retail, and 
imports, we collect value-added taxes, temporarily 
not collecting them on most labor and services. 


2. Our value-added tax rates use the model of the basic tax 
rate plus a one-grade low tax rate and a zero tax rate. 
Based on the principle of maintaining the former legal 
tax burden, and in consideration of the factor of a 
smaller tax base after instituting non-price taxes, we 
have set the basic tax rate at 17 percent (equal to the 
price-inclusive tax rate of 14.5 percent); the low tax rate 
is set at 13 percent (equal to the price-inclusive tax of 
11 percent), with a scope of application, such as grain, 
edible vegetable oil, tap water, cooking gas, central 
heating, and agricultural capital goods; for import 
commodities, we generally apply a zero tax rate. 


3. We have instituted a non-price calculation and col- 
lection method, in which we calculate and collect 
value-added taxes based on prices not including 
value-added taxes and on stipulated tax rates. 


4. We have instituted a tax-withholding system based on 
invoice-indicated taxes. For commodity sales at all 
pre-retail links, it is necessary to separately indicate 
on provided invoices value-added taxes and non- 
value-added tax prices. At the commodity-retail link, 
we collect price-inclusive taxes, with invoices not 
indicating taxes independently. 


5. For small-scale taxpayers with smaller annual sales 
turnover and unsound accounting, we practice a 
simplified method based on overall sales income and 
calculation and collection of value-added taxes at the 
stipulated collection rate (6 percent). 


6. We have reformed our value-added tax-payment 
system. For value-added taxpayers, we practice spe- 
cial tax registration, using special value-added tax 
invoices, and establishing an overlapping auditing 
system for both taxpayer buyers and sellers, as well as 
inherent mechanisms to prevent tax evasion and 
reductions and exemptions. 


2. The Consumption Tax 


Since we changed our former collection of product taxes 
to collection of value-added taxes, the tax burden on 
many products is sharply lower. So in order to maintain 
state revenues, to reflect the principle of basically pre- 
serving the original tax burden, and in consideration of 
the special regulation of certain consumer goods, we are 
collecting a consumption tax on a few consumer goods in 
addition to value-added taxes. Our consumption-tax 
taxable items are |1, mainly such as tobacco, alcohol, 
cosmetics, expensive jewelry, gasoline, motorcycles, and 
cars. Our consumption tax employs the two collection 
methods of specific quotas and ad-valorem rating, with 
tax rates varying from 5 percent (on alcohol) to 45 
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percent (on class A cigarettes). Our use of the ad-valorem 
collection method is the calculation and collection of 
consumption taxes based on prices not including value- 
added taxes but including consumption taxes, and on 
stipulated tax rates. 


3. The Business Tax 


Our business-tax collection scope includes provided 
labor and services, transfers of invisible assets, and 
sales of real property, with the following nine taxable 
items: for the communications and transportation, 
construction, posts and telecommunications, and cul- 
ture and sports industries, the tax rate is 3 percent; for 
the financial insurance, service, invisible-assets 
transfer, and real-property sales industries, the tax rate 
is 5 percent; and for the entertainment industry, the tax 
rate is 5-20 percent. 


Since our domestic and foreign turnover tax system has 
been consolidated, the foreign-funded enterprise tax 
burden has changed to varying degrees. To preserve the 
continuity and stability of China’s policy of opening to 
the outside world and tax policy involving foreigners, we 
have needed to appropriately resolve the matter of 
higher tax burdens for some enterprises. Our specific 
method is, for foreign-funded enterprises approved 
before 1994, all additional taxes due to the new system as 
opposed to pre-reform, with the examination and verifi- 
cation of the responsible tax agency, can be refunded 
either in a lump sum at year’s end or by stages 
throughout the year. While this is limited by time and 
contract terms, the maximum is not to exceed 1998. 


III. Income-Tax Reform Essentials 


1. The Enterprise Income Tax 


Our pre-reform enterprise income-tax order was sepa- 
rate collection by enterprise ownership form of state- 
enterprise income taxes, state-enterprise regulatory 
taxes, collective-enterprise income taxes, private- 
enterprise income taxes, and foreign-funded and for- 
eign-enterprise income taxes. Our reform aim is to 
adjust and standardize the distribution relations 
between the state and enterprises, speeding up the 
conversion of enterprise operating forces, and achieving 
fair competition. Our major reform substance is: 1. 
Beginning on | January 1994, we have consolidated our 
domestic-enterprise income taxes, with the next step 
being to further consolidate income taxes for domestic- 
and foreign-funded enterprises. 2. Our domestic- 
enterprise income tax is a 33-percent flat tax rate 
(formerly a maximum of 55 percent) and, in consider- 
ation of the reality that some enterprises have a low 
profitmaking capacity, we have instituted an interim 
measure for two additional grades of preferential tax 
rates at 27 percent and 18 percent. 3. We have used tax 
laws to standardize pretax expense listings and criteria, 
changing our former setting of taxable income that was 
subordinate to the enterprise financial system, to stabi- 
lize and expand our tax base and harden enterprise 


JPRS-CAR-94-039 
7 July 1994 


income taxes. 4. We have abolished state-enterprise 
regulatory taxes, stopping our collection from state 
enterprises of state energy and transportation priority- 
construction funds and state budget-balancing funds. 5. 
We have put into effect enterprise financial rules and 
enterprise accounting standards, with enterprise loan- 
interest included in costs, and depreciation speeded up, 
providing a certain funding source for enterprise loan 
repayment which, along with certain other policies, will 
sharply strengthen enterprise aftertax loan-repayment 
capability. So while consolidating enterprise income 
taxes, we have established a new and stndardized enter- 
prise loan-repayment system. 6. Since consolidating 
domestic-enterprise income taxes, we have changed our 
past contract-enterprise income-tax method. 


2. The Individual Income Tax 


The “PRC Individual Income Tax Law” amendment 
was examined and approved on 31 October 1993 by the 
Fourth Session of the Eighth NPC Standing Committee, 
going into effect on | January 1994, at which time we 
annuled our previous interim regulations on individual 
industrial and commercial household-operation income 
taxes and personal income regulatory taxes. 


Our basic principle in individual income-tax reform is to 
regulate the individual-income gap, to alleviate the 
unequal distribution conflict. So our taxation targets are 
mainly those with high incomes, with less or no collec- 
tion from those with medium or low incomes. Our major 
reform substance is: 1. We have consolidated our former 
individual income taxes, individual income-regulation 
taxes, and urban and rural individual industnal and 
commercial household-operation income taxes. 2. In line 
with the international practice of not taxing basic living 
costs, we have set the monthly deduction for wage and 
salary income at 800 yuan, also providing additional 
cost-deductions for foreign personnel. 3. We have appro- 
priately adjusted taxable items, mainly adding indi- 
vidual industrial and commercial household-operation 
production and operation income, property-transfer 
income, and fortuitous income. 4. We have set tax rates 
based on Chinese realities and in line with the situations 
in developing and surrounding countries. This includes a 
5-45 percent progressive tax rate for excess income on 
wage and salary income; a 5-35 percent progressive tax 
rate for excess income on individual industrial and 
commercial household-operation production and opera- 
tion income; and a 20-percent flat tax rate for manu- 
script-payment income, labor- and service-payment 
income, royalty income, interest, dividend, and bonus 
income, property-rental income, property-transfer 
income, chance income, and other income. 


IV. Other Tax-Category Reform Essentials 


1. The Resource Tax 


Before reform, China’s resource tax was collected only on 
some resource products and from some resource- 
extraction enterprises, being narrow in scope and light in 
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burden. To improve our resource-product tax system, our 
reformed resource-tax collection scope includes all min- 
eral resources, with the taxed varieties being crude oil, 
natural gas, coal, other nonmetallic raw minerals, ferrous- 
metal raw minerals, nonferrous-metal raw minerals, and 
salt. Meanwhile, in line with our value-added tax reform, 
we have appropriately adjusted the resource-tax burden. 
Foreign-funded enterprises engaged in mineral-resource 
extraction must also pay taxes according to law. 


Our resource tax uses the method of calculation and 
collection of specific quotas by product category, with 
maximum and minimum taxes. When extraction terms 
differ for similar resource products, taxes also differ. 


2. The Land Value-Added Tax 


Our collection of the land value-added tax is aimed at 
appropriately adjusting excessive profits from real estate 
transactions. The land value-added tax is collected at the 
real-estate-transaction link on transaction income. The 
real-estate value-added tax is the income earned by 
taxpayers on real-estate sales minus deductions. Deduc- 
tions are mainly ones, such as costs paid to acquire 
land-use rights, land development costs and expenses, 
new commercial housing and related-facility costs and 
expenses, and sales taxes. Our land value-added tax uses 
a four-grade progressive tax rate on excess income, 
varying from 30 percent to 60 percent. 


3. The Stock-Transaction Tax 


We are changing our current collection of stamp taxes on 
stock trades to collection of stock-transaction taxes. As 
the pertinent securities legislation is now in progress, our 
stock-transaction tax will go into effect later in the 
interests of dovetailing it. 


4. The Urban and Rural Construction-Safeguard Tax 


To strengthen urban and township safeguards and con- 
struction, and stabilize urban-rural construction- 
safeguard funds, we have changed our urban construc- 
tion-safeguard tax to an urban-rural construction- 
maintenance tax, expanding the collection scope to 
include village and township enterprises and individual 
and foreign-invested enterprises; we have changed our 
calculation and collection grounds from a flow-tax sur- 
charge to production-operation income; we have also 
appropriately adjusted our tax rates, making this tax one 
of the key tax categories in the local tax system. 


5. We Have Appropriately Adjusted Our Urban 
Land-Use Taxes 


Expanding Their Collection Scope, Suitably Devolving 
Their Management Jurisdiction to Lower Administra- 
tive Levels, and Collecting Them Also From Foreign- 
Funded Enterprises. 


6. Other Tax-Category Adjustments 


1. We have rescinded our rural-market transaction tax, 
livestock-transaction tax, oil-burning special tax, bonus 
tax, and wage-adjustment tax; 2. We have merged our 
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special consumption tax with the consumption tax, and 
our salt tax with the resource tax; 3. We have eliminated 
our collection from foreign-funded enterprises and for- 
eigners of the urban real-estate tax and the car- and 
boat-use license tax, consolidating the real-estate and 
car- and boat-use taxes, and appropriately raising the 
now too low tax rates and amounts; 4. We have devolved 
jurisdiction over slaughtering and banquet taxes to 
localities; 5. We have instituted an inheritance tax. 


Since we reformed our tax system, China’s industrial and 
commercial tax categories are down from 32 to 18. These 
tax categories can be roughly divided by nature and 
impact into the following five categories: |. The flow-tax 
category, including the three of value-added, consump- 
tion, and business taxes. These tax categories are in the 
fields of production and circulation, collected based on 
sales or business income. 2. The resource-tax category, 
including the two of resource and urban land-use taxes. 
These tax categories are collected from those engaged in 
resource extraction and urban land use, to regulate the 
differential income earned by taxpayers from resources. 
3. The income-tax category, including the three of enter- 
prise income taxes for all types of domestic-invested 
enterprises, such as state, collective, private, chain [affil- 
iated], and shareholding, enterprise income taxes for 
foreign-funded enterprises and foreign enterprises, and 
individual income taxes. These tax categories are aimed 
at production-operation profits and personal income. 4. 
The specifically targeted tax category, including the three 
of the fixed-assets investment-orientation regulation tax, 
the urban-rural construction-safeguard tax, and the land 
value-added tax. These tax categories are set up to meet 
specified goals, to regulate specific targets. 5. The prop- 
erty and activity tax category, including the seven of 
real estate, car- and boat-use, inheritance, stamp, 
stock-transaction, slaughtering, and banquet taxes. 


Through this reform, we have begun to form a tax system 
suited to the needs of our socialist market economy. 
Meanwhile, China is going to go all out in promoting 
reform of our tax-collection management system, thor- 
oughly changing the current order of our collection- 
management system being lax and backward, basically 
raising our collection-management quality, and estab- 
lishing a scientific and strict collection-management 
system, to ensure that our tax laws are enforced, and to 
establish a normal tax-collection order. 


The key substance of China’s collection-management 
reform is: we are setting up a universal tax-payment 
declaration system, to raise our citizen’s tax-payment 
awareness, with violators to be penalized according to 
law; we are actively promoting a tax-agent system; we are 
speeding up the computerization of our collection man- 
agement, gradually forming a national network; we are 
establishing a rigorous tax-accounting system, with 
severe penalties for tax evasion; to meet the needs of 
tax-separation reform, we are organizing dual tax organs 
at the central and local levels; we are establishing basic 
taxation standards suited to the needs of our socialist 
market economy, the crux of which 1s that taxpayers 
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must pay taxes according to law, and tax collectors must 
collect taxes according to law; we are establishing better 
taxation legal institutions, accelerating our pace of tax 
legislation, and gradually establishing forces of indepen- 
dence and restraint among tax legislation, judication, 
and execution. 


Impact of Foreign Exchange Rate Reform 


94CE0513A Beijing GUOJI MAOYI WENTI 
[INTERNATIONAL TRADE JOURNAL] 
in Chinese No 4, 17 Apr 94 pp 47-51 


[Article by Yang Fan (2799 1581) of National Economic 
Research Unit of Institute of Economics, Chinese 
Academy of Social Sciences: “On Effects and Prospects 
of Renminbi Exchange Rate Reforms’”’] 


[Text] On 1 January 1994, China made significant 
reforms of its foreign exchange rate and the related 
management system. 


First, the foreign exchange quota system was abolished, 
and the double-track exchange rate system was replaced 
by a single, managed floating exchange rate subject to the 
state’s regulation and control. 


Second, a new foreign exchange settlement system was 
put into effect. Under this system, all foreign exchange 
receipts earned by enterprises are sold to the state at the 
prevailing rate. As to foreign exchange required for 
imports, enterprises that have previously earned foreign 
exchange through exports may freely purchase an 
amount of foreign exchange equivalent to 50 percent of 
their previous earnings. The remaining 50 percent must 
be approved by the foreign exchange authorities. 
Approval is also required for foreign exchange needed by 
enterprises without foreign exchange earnings. Foreign- 
funded enterprises can still use their foreign exchange 
directly as in the past. 


Third, the foreign exchange swap market was replaced by 
inter-bank foreign exchange buying and selling. 


Fourth, the future goal of the exchange rate reform is the 
free conversion of the renminbi. 


Following is an analysis of the effects of the new 
exchange rate system on the national economy and 
enterprises along with a forecast of its future: 


(1) Macroeconomic forecast: Foreign exchange reserve 
is a major variable. 


The development of the market economy, especially the 
financial market, has made the macroeconomic- 
environment forecast increasingly important to enter- 
prises. The foreign exchange rate, a comprehensive 
parameter linking the domestic and international prices 
and markets, is of prime importance in analyzing the 
state of the open economy. Under the fixed exchange 
rate system, the exchange rate forecast may have no 
significant meaning. But if the exchange rate is floating, 
the trend of changes in the rate does have a vital bearing 
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on the profits and losses of enterprises and on the risks 
they are facing. Because of this, enterprises must con- 
sider the changes in the exchange rate when making 
macroeconomic forecasts. 


The most decisive factor for the development of the 
economy is capital. Under the open economic condition, 
capital can be divided into domestic funds and foreign 
exchange. When the economy is growing rapidly and 
more currency is issued, inflation will become a serious 
domestic problem. Also, the increased imports and 
decreased exports will lead to an unfavorable balance of 
international payments and, therefore, a drop in the 
foreign exchange reserve. Inflation and a low foreign 
exchange reserve are two major factors restricting 
domestic economic development. Of these two factors, 
the foreign exchange reserve plays a central role because 
it serves as a regulator in maintaining the domestic and 
international economic balance. During the 1950’s, 
Japan’s rapid economic growth was forced to slow down 
several times because of its unfavorable balance of 
international payments—this is the so-called “interna- 
tional payment ceiling.”’ Over the past 15 years since our 
country began to reform and open up, we have experi- 
enced several instances of economic turbulence. Each 
time, the turbulence was attributed to inflation brought 
about by our fast economic growth plus a drastic decline 
in our foreign exchange reserve as a result of increased 
imports. And each time we were forced to rein in our 
economy. Generally speaking, if the economic mecha- 
nism is healthy, the unfavorable balance of international 
payments should disappear in three to six months after 
the retrenchment of the economy. 


There are four principal factors restricting China’s fast 
economic development: |) inadequate transportation 
facilities and energy sources, 2) economic disorder, 3) 
inflation, and 4) an unfavorable balance of international 
payments. The economic retrenchments in 1980, 1986, 
and 1988 were all necessitated by the fact that our 
high-speed economic growth had increased imports, 
added to the outflow of foreign exchange, and aggravated 
inflation. In 1985, we opened 14 coastal cities, giving rise 
to a fast economic growth. At the same time, however, our 
foreign exchange reserve dropped to $3.8 billion from the 
$13.8 billion registered in June 1984. Thanks to the 
efforts made to improve the economic environment and 
rectify the economic order during 1989-1991, our accu- 
mulated foreign exchange reserve finally rose to $40 
billion, consisting of $20 billion held by the Bank of China 
as revolving funds and another $20 billion as foreign 
exchange funds to be used by the state. This formed the 
foundation for the rapid economic growth in 1992. 


The year 1992 witnessed a fairly big rise in investment 
along with an increase in imports by more than $20 
billion. In foreign trade, we had a deficit of $4 billion as 
against the $4 billion surplus registered in 1991. In the 
first half of 1993, investment continued to soar; exports 
increased only 8 percent, while there was a hefty 30 
percent surge in imports. The result was a $12.23 billion 
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trade deficit. During this period, our investment over- 
seas and repayment of foreign debts also increased to a 
big extent. On the whole, however, we maintained the 
balance of international payments, and the net amount 
of our foreign exchange holdings did not come down. 


As for the first half of 1994, we predict that imports 
will drop and exports will go up. As a result of the 
unification of the double-track exchange rate system, 
the official exchange rate has actually been pushed 
down to the level of the swap market rate. Also, it is 
expected that the foreign exchange earnings now ille- 
gally held overseas by numerous enterprises will be 
remitted back and sold to the bank. Consequently, our 
foreign exchange reserve may rise further. In view of 
this, we do not believe that the foreign exchange 
reserve will become a problem restricting our eco- 
nomic development in the first half of 1994. 


In the long run, using foreign capital or foreign debts to 
maintain a certain amount of foreign exchange reserve is 
not a reliable approach. This is because each year our 
country has to repay a large amount of foreign debts, 
including principles and interests, and it is unlikely that 
the inflow of foreign capital will always exceed the 
outflow. The fundamental way to ensure our foreign 
exchange reserve is to boost the competitiveness of 
China-made products on the international market, con- 
trol inflation at home, and maintain a robust export 
capacity and a basic balance of international payments. 


As a developing country, China is expected to experi- 
ence the shortage of foreign exchange for a long time to 
come, and the low foreign exchange reserve and rising 
domestic prices will remain two major factors 
restricting its economic development in the future. As 
a rule, whenever the economy is developing rapidly, 
there is a sharp rise in imports. Examples were the 
plummeting of the foreign trade balance to the $4 
billion deficit in 1992 from the preceding year’s $4 
billion surplus and the increase of the deficit to $12.23 
billion in 1993. This forced our country to rein in the 
economy and cut down the exchange rate so as to 
encourage exports and reduce imports. And when the 
foreign exchange reserve has been built up, economic 
development will pick up again. The above forms an 
inevitable economic cycle. Because of this, when for- 
mulating investment and marketing plans, enterprises 
should fully understand and forecast the impact on the 
government’s macro policy and on the above economic 
cycle due to the foreign exchange situation and changes 
in the exchange rate. This will help them avoid stra- 
tegic mistakes. 


(2) Prevention of risks due to the exchange rate: 
Successful enterprise management is indispensable. 


Risks due to the foreign exchange rate consist of risks 
caused by rate fluctuation and by currency devaluation. 
The new exchange rate mechanism has posed greater 
risks to enterprises. 
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First, impact on enterprises caused by continued deval- 
uation of the renminbi. The merger of the two exchange 
rates has brought the official exchange rate down to the 
level of the swap market rate. As a matter of fact, we 
could only have a low exchange rate rather than a high 
one in order to correct the $10-billion-plus trade deficit 
in 1993. If our country’s inflation problem is not 
improved, the renminbi will continue to depreciate, and 
the effects on enterprises will be as follows: 


Their export competitiveness will be enhanced, while 
the costs of imports and foreign debts will climb up. 
There will be a rise in foreign investment in the 
enterprises. Also, foreign-invested assets will have a 
higher value. In other words, the situation will be 
conducive to attracting foreign investment and devel- 
oping exports. On the other hand, however, when 
foreign investors want to remit their domestic sales 
proceeds out of the country, the cost for buying foreign 
exchange will be higher. This is a disadvantage to those 
enterprises whose products are sold on the Chinese 
market. As can be seen, foreign-funded enterprises 
aiming at capturing the Chinese market will not be 
happy with the renminbi’s devaluation. 


With a devaluating renminbi and the new foreign 
exchange settlement system, enterprises earning foreign 
exchange through exports will be forced to suffer some 
losses due to currency depreciation. This is because their 
earned foreign exchange is always remitted back to the 
country before it can be used again. For instance, an 
export-oriented enterprise remitted $1 million back to 
the country and sold to the foreign exchange bank in 
January at the rate of $1 to 8 yuan renminbi. Its 
renminbi receipts were 8 million yuan. Three months 
later, the same enterprise wanted to make an import 
costing $8 million [figure as printed; presumably it 
should read $1 million], and the exchange rate at that 
time was 1:9. To buy the $1 million foreign exchange, the 
enterprise had to pay 9 million yuan renminbi. 


Second, the new foreign exchange settlement system 
increases the exchange risks faced by enterprises. 


Under the new foreign exchange settlement system, 
enterprises are required to sell all their foreign exchange 
earnings to the Bank of China at the prevailing rate at the 
time. When they need foreign exchange, part of these 
earnings can be converted freely into foreign exchange, 
while the remainder is to be converted with approval by 
the authorities concerned. As the exchange rate is 
floating everyday, enterprises have to take the risks due 
to changes in the exchange rate. In the case of a freely 
convertible currency, the value of money can be pre- 
served through futures trade and forward buying and 
selling of foreign exchange. For example, if an enterprise 
has an inward remittance of $1 million from overseas 
and sells it to the Bank of China at the rate of 1:8, the 
renminbi receipts are 8 million yuan. The same enter- 
prise plans to make a $1 million import after three 
months. When selling the foreign exchange at the 1:8 
rate, it may, at the same time, purchase $1 million on the 
foreign exchange futures market with 8 million yuan 
renminbi. Three months later, if the exchange rate 
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becomes 1:9, the enterprise can sell the foreign exchange 
at the 1:9 rate and, thus, earn $1 yuan renminbi. This 
makes up for the loss that it would suffer if it went to the 
spot market to buy the U.S. currency at the 1:9 rate. 


Unfortunately, our renminbi is not a freely convertible 
currency, and there can be no forward buying and 
selling, nor does a futures market exist. This is not 
merely because the free conversion of the renminbi is nut 
permitted by law and involves technical problems. The 
crux of the question is the imperfection of our financial 
and monetary system as a whole. In particular, the 
renminbi has no market price, or in other words, no 
market interest rate. Even if there were no foreign 
exchange control at all, forward transactions and futures 
trade between the renminbi and foreign currencies 
would still be impossible. This is an inevitable problem 
in the course of building a market economy. While 
proceeding step by step to lift foreign exchange control, 
we should develop an open market for short-term trea- 
sury bonds so as to create an interest rate for them. On 
this basis, we can set up a market interest rate for the 
renminbi. This is the only way to create a price for 
forward transactions between the renminbi and foreign 
currencies. Generally speaking, the forward price is 
equal to the current price plus the market interest rate. 
Neither the current price nor the market interest rate is 
dispensable in determining the forward price. 


Under the present circumstances where the exchange 
rate for foreign trade has been largely decontrolled, but 
no forward transaction and futures trade between the 
renminbi and foreign currencies are possible, all risks 
due to changes in the foreign exchange rate have to be 
borne by enterprises. Such being the case, enterprises 
must, at all times, forecast the changes that may appear 
in the foreign exchange rate. In selling and buying 
foreign exchange and in borrowing and repaying foreign 
loans, they must give careful attention to avoiding the 
risks due to such changes. We presume that most enter- 
prises, being unfamiliar with such changes, will suffer 
losses. Only a few financially knowledgeable and capable 
enterprises will profit from appropriate buying and 
selling of foreign exchange. 


Opportunities and risks always come hand in hand. 
Competitiveness in the financial field will become 
increasingly important to enterprises. 


Third, big fluctuations in the foreign exchange rate 
causes the instability of foreign trade. 


Theoretically, the essence of the fixed exchange rate 
system is to ensure foreign trade stability at the 
expense of domestic economic stability. When the 
exchange rate needs to be changed, it is necessary to 
adjust the domestic economy in order to change the 
domestic revenue and expenditure. When a country 
has an underdeveloped economy and is in urgent need 
of foreign exchange, it often adopts a fixed exchange 
rate to guarantee the stability of its foreign trade. After 
it has increased its domestic economic strength, it 
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usually switches to a floating exchange rate. The pur- 
pose is to change the relative price and quantity of 
foreign trade from time to time so as to improve its 
returns and stabilize and develop the domestic 
economy. To meet the requirement of reentry into 
GATT and for the development of a market economy, 
China has now adopted a single and floating exchange 
rate, but neither the state nor enterprises have made 
sufficient preparations for this. Exchange rate fluctua- 
tions, risks faced by enterprises, and changes in the 
state’s foreign exchange reserve all may lead to a new 
and greater economic instability, posing a new test to 
both the government and enterprises. 


Since 1993, there have been four big fluctuations in the 
swap market rate for the renminbi, each exceeding 20 
percent in magnitude. The fluctuations resulted mainly 
from laxity in foreign exchange control, which led to 
vigorous speculation in the foreign exchange market. 
When the price was expected to rise, people would buy 
first and sell later. When a drop in price was in sight, 
they would sell first and buy later. This was the case in 
the stock, real estate, and foreign exchange markets. 
Exchange rate fluctuations increase the risks faced by 
enterprises, but they also provide enterprises with 
opportunities. Whether the purpose is to make profits 
through speculation or to preserve the money’s value, 
enterprises must carefully analyze the economic trend 
and forecast the change in the exchange rate so as to 
convert their renminbi into foreign currencies or vice 
versa in good time. 


Aside from psychological expectation and speculation, 
market monopoly may have an even greater impact on 
enterprises. Since 1992, big price fluctuations have 
appeared in the steel and foreign exchange markets, 
giving more and more room for monopoly and specula- 
tion. This makes it necessary for the state to take 
anti-monopoly measures and do something to restrict 
speculation. The state has to exercise macroeconomic 
regulation and control backed by a greater economic 
strength with the aim of achieving an economic balance 
at home and abroad. Such regulation and control consti- 
tute another economic variable affecting the activities of 
enterprises. Under such circumstances, it is all the more 
necessary for enterprises to forecast the economic situa- 
tion so as to preserve the value of their money, avert 
risks, and make profits amid the changes in the foreign 
exchange rate. Every capable enterprise should get 
involved in the foreign exchange, futures, and stock 
markets as much as possible and hire experts to make 
forecasts of the market trend. 


(3) Financial internationalization: Technical foundation 
for free conversion of the renminbi. 


A freely convertible renminbi not only meets the require- 
ment of developing a market economy at home, but is 
also necessary for linking the domestic and international 
economies. In the final analysis, the market economic 
mechanism is the price mechanism. Apart from com- 
modity prices, there are wages which are the prices for 
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labor, service charges which are the prices for services, 
the interest rate which is the price for using funds, and 
the exchange rate which is the renminbi’s price in terms 
of foreign exchange. The basic operation of the price 
mechanism is buying at the lowest price and selling at the 
highest price so as to make profits. Geographical price 
differences are caused by different prices in different 
locations. Price differences between different times are 
the basis for futures trade. Because each country has its 
own currency system, a certain ratio, or relative price, 
exists between different currencies in international 
exchange. This is the exchange rate. If a country’s 
economy is based on the market mechanism—that is, the 
price mechanism plays a basic role—and if it is a 
relatively open economy, then the exchange rate mech- 
anism, as a link between domestic and international 
prices, must also be based on the market mechanism. 
Free conversion of the renminbi is not a remote possi- 
bility. Now, China basically permits the free exchange of 
currencies in the trade area. Beginning 1993, each pas- 
senger is allowed to carry 6,000 yuan renminbi out of the 
country. Actually, there is no way to control the amount 
going abroad. It is estimated that the renminbi flowing to 
Hong Kong has approximated 20 billion yuan, and the 
amount going to the eastern part of the former Soviet 
Union has exceeded 10 billion yuan. As can be seen, the 
renminbi has already been partially internationalized. 
Although time is required for a complete decontrol of 
foreign exchange and, after that, there might be a period 
when some control measures might be reinstated, the 
trend of free conversion of the renminbi is irresistible. 
The market economy will result in a freely convertible 
renminbi—this is an economic law that cannot 
be changed. The only question is in what way the law 
will be manifested. 


In 1993, the International Monetary Fund used a pur- 
chasing-power pricing method and determined that one 
yuan renminbi in China is equivalent to one U.S. dollar 
in the United States as far as their purchasing power is 
concerned. It, therefore, concluded that one yuan ren- 
minbi should equal one U.S. dollar. This conclusion 
overlooked the fact that in China some commodity 
prices were still the low planned prices and there was a 
rising trend of prices in the course of reform and opening 
up. Obviously, the IMF overrated the renminbi’s value. 


For a long time, the renminbi exchange rate has been 
determined by the cost of exports. In the past, exports 
were guaranteed by mandatory plans. The export volume 
was thus increased, but the exchange rate might have 
been set at a too low level. Now, our country has given up 
the mandatory export plan. If exports come down, the 
cost of exports should be lowered, and the exchange rate 
should be raised. In view of the rapid growth of our 
domestic economy and the problem of inflation at home, 
the state will not let exports come down. This means that 
there is practically no possibility of appreciation of the 
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renminbi. Our foreign exchange mechanism is based on 
international trade and serves the purpose of developing 
exports. After introducing the single, floating exchange 
rate, the state should adjust it from time to time 
according to the situation of international payment. To 
make such adjustment, it should engage in buying or 
selling foreign exchange directly on the market. 


The genuine liberalization of a currency lies in furthering 
the international flow of capital. In China, this can be 
achieved through the banks as the mainstay in buying 
and selling foreign exchange provided that our domestic 
financial industry is linked with the international 
monetary market. 


Establishing an inter-bank foreign exchange market to 
replace the foreign exchange swap market between enter- 
prises is the first key step toward the free conversion of 
the renminbi. Under the new system, enterprises deal 
with banks instead of each other in buying and selling 
foreign exchange. In dealing with foreign exchange, 
every bank keeps to the basic principle of balancing its 
purchase and sales. Whenever the foreign exchange 
supply falls short or exceeds the demand, banks may buy 
or sell a certain amount between each other, thus 
forming a basic exchange rate. The state may set up a 
stabilization fund to participate in buying and selling 
foreign exchange with a view to regulating the ups and 
downs of the exchange rate. 


In practical foreign exchange dealings, forward buying 
and selling of the renminbi and foreign exchange are 
unavoidable. But because so far the renminbi has no 
market interest rate, that is, no market price, such 
forward transactions cannot be conducted at present. 


In a developed international monetary market, the 
exchange rate is inextricably linked to the interest rates 
of the countries concerned. The basic formula is: 


Forward exchange rate (premium or discount) = spot 
exchange rate x interest rate difference between the two 
countries x number of months/12 


The above can be seen when banks are buying and selling 
foreign exchange in accordance with the law of market. 
For example, the annual interest rate is 9.5 percent in 
London and 7 percent in New York, and in the London 
market, the current exchange rate is 1 pound = $1.96. A 
British bank can get 10,000 pounds by selling spot 
foreign exchange in the amount of $19,600. Now, if it 
sells a three-month forward exchange of $19,600 to a 
customer, it has to use 10,000 pounds out of its own 
coffer to buy $19,600 at the spot rate of 1:1.96 and put 
the dollars in the United States for three months before 
turning them over to the customer. As the American 
interest rate is lower than that in Britain, there is a loss 
in interest: 


10,000 pounds x (9.5% - 7%) x 3/12 = 62.5 pounds 
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The British bank wants to pass the loss on to the 
customer who buys the forward U.S. dollar foreign 
exchange. So it collects 10,062.5 pounds from the 
customer. Now, the forward exchange rate is: 


10,062.5 pounds : $19,600 = 1 pound : $ X (where X = 
$1.9478) 


The forward exchange rate is | pound = $1.9478, higher 
than the spot exchange rate 1:1.96 by $0.12. This shows 
a devaluation of pounds and a revaluation of U‘S. 
dollars. This also indicates the fact that the trend of 
changes in the exchange rate between the two countries is 
related to the difference in their interest rates. For 
countries with a low interest rate, their currency’s for- 
ward exchange rate shows a premium. For those with a 
high interest rate, their currency’s forward exchange rate 
shows a discount. 


To create a forward renminbi exchange rate, there 
should be a renminbi interest rate based on the market 
condition. This requires the reform of the banking 
system. Banks should act as real commercial banks. This 
means that they should do banking business on the open 
market and speed up their efforts to initiate new finan- 
cial activities. As an initial step, banks may buy short- 
term treasury bonds from the Ministry of Finance and be 
allowed to resell them freely at a discount rate, thus 
creating an interest rate on short-term treasury bonds. 
Also, banks may auction their loan funds to others. Both 
of these will help form a market interest rate for the 
renminbi. Meanwhile, efforts should be made to pro- 
mote futures trade between the renminbi and foreign 
exchange as well as forward buying and selling of foreign 
exchange. The above activities can be quickly developed 
as long as the government is determined to promote 
them, banks are willing to create new business, enter- 
prises are enthusiastic about preserving the value of their 
funds and conducting speculation to make profits, and a 
large number of financial brokerage companies are ear- 
nest in rendering intermediary services. A truly convert- 
ible renminbi will gradually mature in the course of 
developing the domestic monetary market and linking it 
to the international market. 


(4) A stable currency value is the economic foundation 
for reforming the exchange rate system. 


The basic prerequisite for a freely convertible renminbi 
is the stability of its value. As far as the domestic 
economy is concerned, only when the currency value is 
stable and both enterprises and residents have confi- 
dence in the renminbi is it possible to control the outflow 
of foreign exchange and reduce the instances of spree of 
selling the renminbi and buying foreign exchange. Only 
under such circumstances, can the state confidently lift 
the control over foreign exchange. Even after our foreign 
exchange has been completely decontrolled, its status as 
an international currency still hinges on the stability of 
its value. Now, the renminbi is widely accepted in 
Russia, Eastern Europe, and Vietnam. Why? The key 
reason is that its value is relatively stable and tends to go 
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up in those countries. Quite obviously, the renminbi 
does not enjoy such a reputation in the United States and 
Japan. If in the future the renminbi depreciates to a 
level below the value of the Russian and Vietnamese 
currencies, it will not flow out. 


What is the economic environment for reforming 
China’s foreign exchange rate in the future? Can we 
guarantee the stability of the currency value? Obviously, 
all reform plans so far designed either are based on the 
assumption that our currency value is stable or simply 
ignore the need for a stable currency value. The designers 
just proved the necessity of the reform and assumed that 
there is a normal external environment. Then, they 
followed a logical procedure to hammer out the plans, 
which they believe are correct. If problems arise, they 
would say that the problems are not due to the plans, but 
are caused by the “abnormal situation” of the economy. 
When put into force, such physical-experiment-type 
plans founded on the false assumption often produce a 
result quite different from their intended goals. The crux 
of the matter is not that reality has drifted off the plans. 
Rather, it is due to the wrong mode of thinking and the 
mistake of “false assumption” in designing the plans. 


With regard to the specific question of exchange rate 
reform, free conversion of the renminbi requires a stable 
currency value. What will happen if the currency value is 
not stable? According to my estimate, the renminbi’s 
value will remain unstable for some time to come 
because of the inflationary pressure within the country. 
Probably this is normal. I also believe that, whether its 
value is stable or not, the renminbi is bound to march 
toward free conversion. Given these two premises, let us 
analyze the relationship between the policy orientation 
and the reform of the exchange rate: 


First, liberalization of the currency in an inflation 
environment may increase the extent of inflation. 


To make the renminbi a freely convertible currency, con- 
tinued efforts should be made to reduce the control over 
foreign exchange. If enterprises and residents can buy and 
sell foreign exchange freely, and if they have no confidence 
in the renminbi, they may rush to selling their renminbi. 
This will devaluate the renminbi and add to the domestic 
inflation. As a result, there will be recurrence of devalua- 
tion of our currency at home and abroad. 


Second, it may be hard to completely decontrol foreign 
exchange. The exchange rate may be reverted to the 
single planned rate. 


If inflation continues to intensify and the renminbi 
exchange rate keeps falling, the state can no longer relax 
its control over foreign exchange. At that time, a foreign 
exchange black market will appear and keep growing. 
The single managed and floating exchange rate system 
will probably become a purely managed system permit- 
ting no rate floating at all. That is, it will be reverted to 
the single planned rate system. If that is the case, the 
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single-rate system will be even inferior to the double- 
track rate system, which allows enterprises to buy and 
sell foreign exchange between themselves. 


Third, in some way the development of the black market 
for foreign exchange may virtually result in the free 
conversion of the renminbi. 


If a big black market for foreign exchange comes into being 
again, the state will be unable to eliminate it by adminis- 
trative measures because the black market reflects the 
unchangeable fact that, under the inflationary pressure, 
people demand the free conversion of their renminbi into 
other currencies. One way to deal with this situation is to 
continually devaluate the renminbi. But if the issuance of 
the domestic currency remains out of control, the devalu- 
ation of the exchange rate can drive up domestic prices to 
a considerable extent within one year. It will also increase 
the country’s foreign debt burden. In view of this, we may, 
at a certain time, adopt some kind of measure similar to a 
currency reform to achieve the dual purpose of removing 
the inflationary pressure and allowing the free conversion 
of the renminbi. We should watch for an opportunity to do 
this, such as the recovery of Hong Kong, reentry into 
GATT, or a sudden incident occurring either at home or 
abroad. Sometimes, taking a prompt and resolute measure 
is better than allowing longtime coexistence of two 
different systems. At least, the former can reduce the 
possibility of corruption and help us achieve the real goal. 


Financial Markets Open More to Foreign 
Institutions 

94CE0514A Beijing JINRONG SHIBAO 

in Chinese 20 Apr 94 p I 


[Article by staff reporter Xue Chunlin (5641 2504 2651): 
‘Major Achievements for China in Opening Finance to the 
Outside; 400 Foreign Capital Financial Organs Approved 
for Establishment, Chinese Financial Organs With 
Overseas Agents Have Increased to More Than 500”] 


[Text] This correspondent learned a few days ago from 
relevant departments that the implementation of further 
opening and reform, China’s financial reform and 
opening has developed rapidly in the past 15 years, with 
major achievements. By the end of 1993, national 
departments in charge had approved 302 foreign finan- 
cial organs to set up offices in China, 98 operational 
organs; there are now more than 500 Chinese organs 
assigned overseas, representing all of the major financial 
organs, a very large business development. 


In 1979, the Japanese Import and Export Bank was given 
approval to establish an office here, the first such agency 
in China. Since then, financial organs from 30 countries 
and regions have received approval to establish agencies 
in China, including 208 bank agencies, 44 insurance 
company agencies, and 25 agencies of security compa- 
nies. Sixty-four percent of these are from such countries 
and regions as Japan, Hong Kong, the USA, France and 
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Great Britain. Beijing has 1 52 agencies due to its priority 
location, followed by Shanghai, Guangzhou, Shenzhen, 
Dalian, and they have expanded to eighteen cities so far. 


The establishment of operational organs began in 1982, 
when the Hong Kong South Pacific Commercial Bank 
created its branch in Shenzhen. By the end of 1993, 
financial organs from 15 countries and regions’ had 
established operational organs in 13 Chinese cities, 
including 82 branches of foreign trade banks, four for- 
eign capital banks, and five Sino-foreign joint venture 
banks. In 1992, the State Council approved a trial site for 
the work of establishing an insurance market in 
Shanghai, and such corporations as the U.S. ARQ have 
since entered the Chinese insurance market. At the end 
of 1993, these organizations’ total assets were up to $8.1! 
billion, with $2.4 billion in deposits, including 46 per- 
cent that came from overseas, and $4.5 billion in loans, 
77 percent of which were domestic. 


Financial opening to the outside closely corresponds to 
China’s progress in reform and opening and its strategic 
arrangement, roughly experiencing the four stages from 
1979 to 1985 to 1990 to 1992. In 1985, a group of foreign 
capital banks one after another established their branch 
organs in China’s special economic zones; in 1990, in 
order to support the policy of opening Pudong, Shanghai 
became the first coastal opening city permitted to bring 
in operational organs of foreign capital banks; in 1992, 
the State Council approved adding the seven coastal 
cities of Dalian, Tianjin, Qingdao, Nanjing, Ningbo, 
Fuzhou and Guangzhou, allowing the establishment 
there of operational foreign capital banks’ organs; after 
that, the number of imported foreign capital banks in 
China grew rapidly. Financial opening promoted devel- 
opment related with municipal international and 
regional financial centers. 


In another aspect, China’s financial organs tend to be 
internationalized, with each major financial organ estab- 
lishing a network of organs in the world’s major financial 
centers and in countries and regions which have eco- 
nomic and trade relations with China. The Bank of 
China rapidly restore and added its overseas branch 
organs on the basis of consolidating existing organs 
assigned overseas; it has now set up more than 470 
organs in 15 countries and regions, making it of all 
China’s banks the one with the most overseas organs and 
the strongest capacity. Since resuming business, the 
Chinese Insurance Company has established 67 overseas 
organs. In recent years, three other specialized banks and 
other financial organs have also entered the international 
market one after another, changing the situation in 
which only the Bank of China and the Chinese Insurance 
Company were flourishing. They have established over 
20 overseas organs. 


During financial opening, China’s central banks’ finan- 
cial supervisory and administrative function has 
improved continuously, There has been a series of regu- 
latory items and administrative measures issued. “Peo- 
ple’s Republic of China Foreign Capital Financial Organ 
Administrative Regulations” were issued in April of this 
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year, and detailed implementation items established. 
These set up the measures for examination both on and 
off site; established a foreign capital bank trade associa- 
tion in Shanghai and several other cities; the People’s 
Bank of China established business contacts with finan- 
cial administration bureaus in several countries, 
including Japan, South Korea and Hong Kong. The 
People’s Bank of China created three agencies in 
London, Tokyo and New York, and the National 
Foreign Currency Administration Bureau established 
the China Investment Corporation in Singapore. 


INDUSTRY 


Gross Industrial Output Value for May 


HK 1606145994 Beijing CEI Database 
in English 16 Jun 94 


[Text] Beijing (CEIS)}—Following is a list showing 
China’s total industrial output value in May 1994, 
released by the State Statistical Bureau: 





(in 100 million yuan) 
































5/94 5/93 

Total 3642.58 3022.1 
Including: 

Light ind. 1727.18 1401.7 
Heavy ind. 1915.40 1620.4 
State firms 1608.20 1596.7 
Collectively owned ones 1445.10 1110.1 
Others 589.28 318.3 





Note: The industrial output value is measured in 1990s constant yuan. 








Output of Textiles in May 
HK1706115694 Beijing CEI Database 


in English 17 Jun 94 


[Text] Beijing (CEIS)}—Following is a list of the output of 
textiles in May 1994, released by the State Statistical 












































Bureau: 
Item Unit 5/94 5/93 
Yarn 10,0001 44.67 43.76 
Yarn 10,000pc 248.59 244 
Cloth 100m.m 16.17 15.75 
Of: Pure cotton 100m.m 8.59 9.60 
Chemical fiber 100m.m 4.15 3.65 
Silk 10,000t 0.81 0.75 
Silk fabric 100m.m 2.54 2.53 
Woolen fabric 10,000m 2361.39 2159 
Knitting wool 10,000t 2.33 2.53 
Garment 100m.pc 3.34 2.82 





Note: t—ton, pc—piece, m.m—million meter, m.pc—million piece 
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Problems With Electronics Exports 
94CE0S00A Beijing JIDIAN RIBAO 
in Chinese 22 Apr 94 p 5 


[Article by Tang Zhongwen (0781 0112 2429), Chairman 
of the China Electronic Products Import and Export 
Trade Association: “On Problems With Electronics 
Exports”] 


[Text] Since the state adopted as a strategic principle the 
encouragement and fostering of electronics products 
exports in 1985, China’s electronics products exports 
have continued to increase at a high rate, there has been 
continuous improvement in the quality and mix of 
export goods, key export commodities have grown 
steadily, and the export market has shown an increasing 
trend to pluralization. Statistics show that while there 
were only $1.68 billion in electronics exports in 1985, 
just 6.13 percent of the total volume of the nation’s 
exports, the figure had climbed to $19.55 billion in 1992, 
with an annual growth rate of as much as 42 percent, and 
the proportion of the nation’s gross national export 
commodities has risen to 23 percent, becoming the 
second largest export commodity after textiles and 
clothing. China’s 1993 electronic product exports were 
$22.71 billion, 24 percent of the gross national exports. 
However, looking at last year’s export situation, there are 
some serious shortcomings with these exports, and a 
great many problems remain: 


The growth rate decreased. The average rate of growth for 
electronic exports from 1985 to 1992 was 42 percent, but 
1993 showed only a 16.1 percent increase over 1992, the 
lowest for any year since 1985. Value increase from 1991 
to 1992 went up only $5.43 billion and only $3.16 billion 
from 1992 to 1993. 


In the pattern of trade, general trade increased slowly. In 
1993, general trade electronics exports were $5.928 
billion, an increase of only 2.7 percent from 1992, a 
share of 26.1 percent of the gross electronics exports for 
the year. In cases where the materials are imported for 
later processing and export and exports assembled from 
processed materials sent by the ordering side, these two 
items reached a total of $16.24 billion, an increase of 
19.8 percent over 1992, a share of 71.5 percent of the 
year’s gross electronics exports. 


Foreign-funded enterprises continued to increase their 
exports at high speed. in 1990, electronics exports from 
foreign-funded enterprises were $2.7 billion, which was 
24.4 percent of the nation’s electronics exports; in 1991, 
this rose to $4 billion, or 28 percent; in 1992, it was $6 
billion, a 31 percent share; and in 1993, it reached $8.39 
billion, which was 36.97 percent of the total. Electronics 
exports from foreign-funded enterprises increased 38 
percent in 1993 over 1992, a proportion of 75.8 percent 
of the total increase volume of electronics exports for the 
year. Therefore, we can see that the proportion of 
electronics exports from foreign-funded enterprise is 
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increasing in its share of the national volume of elec- 
tronics exports, already exceeding one-third, and con- 
tinuing its growth trend. The export growth rate of 
corporations engaged in electronics exports is lower than 
the average growth level nationally, and their proportion 
of national exports has fallen. Some examples of this are 
the China National Machinery Import and Export Cor- 
poration, China Technology Import and Export Corpo- 
ration, China National Instruments Import and Export 
Corporation, China National Light Industrial Products 
Import and Export Corporation, China National Metals 
and Minerals Import and Export Corporation, China 
National Machinery and Equipment Irnport and Export 
Corporation, China National Electronics Import and 
Export Corporation, China National Aero-Technology 
Import and Export Corporation, China National Ship- 
building Trade Corporation and China Northern Indus- 
trial Corporation: in 1991, these firms had $1.5 billion in 
electronics exports, which was 13.83 percent of the 
nation’s electronics exports; in 1992, the figure was $1.9 
billion, or 12.88 percent, while in 1993, it was $2.2 
billion, a decline to 12.1 percent. 


There was a slowdown in growth of traditional machine- 
type big export commodities, or even a decline. For 
example, in 1990 there were $220 million worth of 
machine tool exported, $180 million in bearings, $149 
million in standard parts, $214 million in ships, $418 
million in wire and cable; in 1993, these exports were, 
respectively: $216 million in machine tools, $134 mil- 
lion in bearings, $160 million in standard parts, $235 
million in ships, and $259 million in wire and cable. 


Some electronic export products are falling in price. For 
example, in 1990, we exported 920,000 tons of wire and 
cable, valued at $418 million, but in 1993, while exports 
reached 1.22 million tons, the value dropped to $259 
million. As another example, bearings exports in 1993 
increased 14.4% over 1992, but the value of these exports 
dropped 0.8 percent; for TV including whole machine 
and parts exported, in 1993 we exported 11.31 million 
sets (parts), with a value of $760 million. This was an 
increase 20.4 percent over 1992’s volume, but the value 
of these exports only increased 5.8 percent. 


Electronics has been increasingly subject to anti-dumping 
measures by foreign nations. At present, the United 
States has implemented anti-dumping measures on Chi- 
nese exports of conical roller bearings (2.96 - 4.69 
percent of the terminal anti-dumping tax), electronic 
fans (0 - 2.16 percent of the terminal anti-dumping tax), 
handicraft tools (15.02 - 50.81 percent of the terminal 
anti-dumping tax, automobile nuts (42.42 percent of the 
terminal anti-dumping tax), spring grommets, etc., while 
the EEC has implemented anti-dumping measures 
against Chinese small screen color TVs (15.3 percent of 
the terminal anti-dumping tax), carbofrax abrasives, and 
bicycles (30.6 percent of the terminal anti-dumping tax). 
Such other nations as Canada, Turkey, Nigeria and 
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Mexico have also individually implemented anti- 
dumping measures for bicycles, welding electrodes, bat- 
teries and holiday lights, etc. These have all had a serious 
affect on China’s electronics exports. 


There are multiple causes to the electronic exports’ many 
problems: there is the policy problem, the operational 
system problem, the product quality and the pre-sale and 
post-sale service problem, especially the problem of 
disorderly operation. I now will discuss some ideas about 
expanding electronic exports based on the problems 
encountered in practical work. 


Learn the demands and price quotations of the interna- 
tional market, changing from marketing what we have to 
producing and marketing whatever foreign businessmen 


We often hear reactions from China’s agents in foreign 
countries or from old customers who operate Chinese 
products, that it is difficult to do business with China’s 
electronics. China’s electronics exports increase every 
year. So who is doing so much business and how? Simple 
analysis shows us that these products are for the most 
part produced by Hong Kong’s foreign-funded enter- 
prises inland or are produced by the means of “three 
coming and one subsidy”. All these products have a 
common characteristic, that is, the producis suit the 
market. They are produced based on studies of the 
international market, and use agents as the marketing 
channel, so these products are very easy to get into the 
international market. By comparison, most of our 
domestic manufacturing enterprises are unaware of what 
the international market wants, which means they 
cannot arrange their production by according to market 
demand. Most foreign trade corporations and industrial 
trade corporations try to market their products 
according to what they can get. This is no doubt a major 
blindness which makes it difficult to expand exports. 


Therefore, the first step of all in expanding exports has to 
be the conducting of a market feasibility study, in the 
attempt to learn the demands of the international 
market, implementing a combination of production and 
sales, a combination of industry and trade. 


There are a many ways of conducting a market feasibility 
study. For example, the State dispatches many investi- 
gation groups, and their feasibility reports have reference 
value. Regardless of whether it be a foreign trade corpo- 
ration or production enterprise, all should take full 
advantage of prior, existing accomplishments. In addi- 
tion, there is a large body of usable documents from such 
organizations as Japan’s JETRO (Trade Development 
Association), the Hong Kong Trade Development 
Bureau, etc. Manufacturing enterprises can send persons 
directly to conduct feasibility analyses in large markets, 
as well as use organizations already sent by foreign trade 
corporations for conducting feasibility studies. In this 
regard: Chinese organizations stationed in foreign coun- 
tries should play a bigger role; entrust consulting firms to 
investigate or entrust specific individuals to do so; take 
full advantage of exhibitions for feasibility study. We 
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must enthusiastically attend international specialized 
exhibitions which reflect the state of the art for trading 
partners in the same industries, and can reflect products’ 
level in the trade. Those attending exhibition should not 
be limited to merely signing a few contracts; what is 
more important is learning market requirements, prod- 
ucts development direction and seek joint-ventures and 
coordinate objectives through exhibitions. For example, 
by means of attending two major international special- 
ized exhibitions (the Milan-Cologne Bicycle Exhibition 
and the Los Angeles Bicycle Exhibition in the U.S.A.), 
the Chinese Bicycle Joint-Stock Limited Corporation 
became familiar with the market, and developed new 
products; now, 80 percent of their annual orders were 
obtained in these two exhibitions. 


Manufacturing enterprises and foreign trade corpora- 
tions should link up to accomplish industrial and trade 
association while bringing each other’s priorities into 
play. With further reform, a group of production enter- 
prises received foreign trade rights, and many foreign 
trade corporations also established their own joint- 
venture manufacturing plants or workshops. In the real- 
istic view, the manufacturing enterprises’ priorities lie in 
developing and producing products, while the priorities 
of foreign trade corporations lie in knowing the informa- 
tion and demands of the international market. It is only 
by developing our priorities and avoiding shortcomings, 
becoming associated, bringing each partner’s priorities 
into play, that we can keep on putting out products 
which satisfy the requirements of the international 
market. Especially after production enterprises have 
received foreign trade rights, we should continuously 
take advantage of foreign trade corporations’ existing 
forces and existing sales network to sell our products; we 
should not immediately separate from foreign trade 
corporations. In the meanwhile, foreign trade corpora- 
tions should also should improve their service, continue 
keeping manufacturing enterprises informed of informa- 
tion reflected in the international market, letting enter- 
prises improve product design in time to improve 
quality. After securing foreign trade rights, manufac- 
turing enterprises should foster the practice and training 
of foreign trade talent, spending more time creating 
markets. During this process, it should also try to get 
support from foreign trade corporations, and explore the 
possibility of association. In summary, it is by devel- 
Oping priorities and avoiding shortcomings that we can 
produce the best results. 


Pay attention to developing new products, with timely 
adjustment of product mix. 


Viewing the situation from the standpoint of develop- 
ment, market requirements change constantly, as does 
the supply situation, and this demands that we corre- 
spondingly continue replacing our products. Otherwise, 
the market will gradually shrink, so that expanding 
electronics exports becomes meaningless. During 1991's 
Second International Machine Tool Exhibition, the 
formal chairman of the Singapore General Chinese 
Chamber of Commerce Lin Yinhua [2651 5593 5478] 
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visited with those in the electronics trade specifically to 
give his reactions on China’s machine tool export situa- 
tion. As a veteran agent, he had hoped to do more 
business with China’s machine tools, but because 
China’s machine tools have been replaced too slowly, 
there are few new, high level products which cai com- 
pete in the international market, so the proportion of 
China’s machine tools in their operated machine tool 
products is getting smaller. The Malaysian Manufac- 
turing Association also pointed out that advanced 
machine equipment is more welcome by Malaysians 
than are backward products, and they hoped China can 
continue to supply new products. 


There must be a stress on pre- and post-sales service and 
parts supply work. 


Electronics products are different from ordinary con- 
sumer products, most notably in their high technological 
content, long use time and their need for maintenance 
service during process of usage. Therefore, in preparing 
for a market feasibility study, arrange manufacture and 
goods supply according to local clients. It is very impor- 
tant to give sufficient attention to pre- and post-sales 
service, and is a precondition for obtaining long-term 
market share. It will not do to just make the sale and then 
forget about the clients; this can only end the business. It 
is easy to explain this point, but it is difficult to do it; so 
far, many products’ pre- and post-sales service has yet to 
be resolved. It is precisely for this reason that many 
foreign businessmen dare not sell Chinese electronics 
products, especially those electronics products which 
require maintenance service. 


In order to supply good post-sales service, we can first of 
all consider taking advantage of local maintenance ser- 
vice forces to overcome the difficulties of Chinese staff 
and reduce expenditures when sales are not great. Sec- 
ondly, we can to the way of joint-venture or coordinate 
with local enterprises to set up a plan. This can not only 
resolve the product maintenance service question, it also 
allow us to enjoy local taxation or investment breaks to 
reduce costs and improve efficiency. For example, the 
China Agricultural Machinery Import and Export Cor- 
poration established joint-venture or coordinated plants 
in Malaysia and Indonesia, which resolved their export 
products’ maintenance service problem, and let their 
share of the market develop stably. 


Maintain unity in our foreign dealings 


With the expansion of foreign trade groups and the 
opening of their scale of operations, it is easy to see 
disorderly battles in foreign trade operations, resulting in 
massive damage. This not only lowers economic effi- 
ciency, but also subjects us to foreign anti-dumping 
prosecution, and some have lost existing markets. 
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In order to coordinate orderly exports, the State Council 
in 1987 issued documents which established the China 
Import and Export Trade Organization, charged with 
coordinating import and export commodity prices, cus- 
tomers, and markets to maintain order in foreign trade, 
and furnish consulting services to foreign trade enter- 
prises. For several years, supported by government 
departments and a massive membership, China Elec- 
tronics Import and Export Trade has done a great deal of 
hard and detailed work to maintain normal foreign trade 
order, and prevent unfair trade practices. There have 
been some definite achievements in this, but taken in the 
overall, the efficiency of coordination is still not ideal, 
and has not fundamentally changed the situation of 
disorderly battles. There are many reasons for this, for 
example, trade work has not received legal support, there 
have been problems with the system and the enterprise 
operation system, etc. 


So, in order to resolve the problem of disorderly battles 
in export, there needs to be an effort in all aspects. First 
of all, manufacturing enterprises dealing in the same 
type of product should associate and keep the product’s 
price at a suitable level. There should be market division, 
with only one agent in a given region or country, pro- 
tecting each other’s profit through mutual association. 
The exclusive manufacturing enterprise for a product or 
major manufacturing enterprises should become the 
major body in joining coordination. Secondly, foreign 
trade corporations should change their system of opera- 
tions, and under the precondition of paying attention to 
economic efficiency, export more and create foreign 
exchange. There should be division of work and coordi- 
nation in the same trade. There should be different 
emphases, no matter whether in export products or 
markets, each should keep its own special character to 
establish a corporate image, and should pay more atten- 
tion to associating with manufacturing enterprises and 
sharing profits. As the keepers of order in foreign trade, 
the trade should take care of its work as its own respon- 
sibility, to maintain enterprises’ profit. 


The world market for electronic products has a huge 
capacity, with close to $2 trillion trade volume annually. 
There is a growing demand for high class and high level 
products, but there is also a certain demand for medium 
and low level products, especially in developing nations 
which need a great deal of technical equipment for their 
economic development. Even the developed capitalist 
nation cannot supply all products by themselves. So 
there is much that can be done with China’s electronics 
exports. Since 1985, China has always adopted the policy 
of encouraging and fostering the rapid growth of elec- 
tronics exports; however, it still occupies less than 2 
percent of the world’s electronics trade. If we work hard 
together, there have to be greater achievements in elec- 
tronic exports. 
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Investment, Payment Problems of Northeast 
China Industry 


94CE0494A Beijing ZHONGGUO GAIGE [CHINA 
REFORM] in Chinese No 4, 1994 pp 25-27 


{Article by Cong Ming (0654 2494): “Impressions 
Gathered During a Survey of Northeastern Large and 
Medium Size Enterprises”’] 


[Text] Vitality of State-owned Large and Medium Size 
Enterprises in Northeast China 


China’s northeast has a fairly heavy concentration of 
large and medium size state-owned enterprises. During 
the period immediately following founding of the peo- 
ple’s republic, 60 of the country’s 156 key industries 
were located in the northeast. For a long time, the 
northeast’s large and medium size state-owned enter- 
prises have provided the national treasury with huge 
profits and revenues, making a major contribution 
thereby. However, because of the pervasive effect of the 
old system, and the rather slow transformation of enter- 
prise operating mechanisms, as well as because of histor- 
ical baggage and various heavy burdens, both products 
and equipment are out of date, and enterprises’ overall 
vitality has become less and less. This has produced a 
distinctive “‘northeast phenomenon.” 


Our survey showed that northeastern state-owned large 
and medium size enterprises may be divided into four 
categories in terms of vitality: In the first category are 
enterprises having fairly strong vitality and the ability to 
develop themselves. These account for 10 percent of all 
the state-owned large and medium size enterprises there. 
In the second category are enterprises having a certain 
amount of vitality, that are making a profit, and whose 
development is fairly normal. These account for 20 
percent of the total. In the third category are the enter- 
prises that lack vitality, that operate just so so, whose 
ability to adapt to markets is relatively weak, and whose 
losses are fairly great. More than 50 percent are in this 
category. In the fourth category are enterprises that have 
no vitality, that have had heavy losses for a long time, 
that are plagued with debt, and that are racked with woes 
that are difficult to cure. More than 10 percent are in this 
category. Broken down by industry, most troubled enter- 
prises are in the military ordnance, forestry, coal mining, 
non-ferrous metals, and textile fields. Some machinery 
industry firms are also fairly troubled. 


Generally speaking, fewer than one-third of the region’s 
large and medium size enterprises are in the good and 
fairly good category. Most of these underwent fairly 
extensive technological transformation during the sixth 
and seventh 5-year plans. Their products have been well 
chosen and they are quite competitive. Most of the 
troubled enterprises have not invested enough in tech- 
nological transformation. This impairs their future 
development capabilities. Some troubled enterprises did 
invest substantially in technological transformation, but 
they did not choose their products well. They cannot 
compete. The several major reform measures that the 
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government inaugurated in 1994 will go a long way 
toward creating a fairly relaxed external environment for 
state-owned large and medium size enterprises; however, 
in the short run, because of the fairly great intensity of 
reform, more and more difficulties and problems will 
appear, and market competition will also become more 
intense. State-owned large and medium size enterprises 
will face a grimmer situation. Right now, plant managers 
worry most about the direct effect of reforms on their 
enterprise. They hope that the effect will be more favor- 
able than unfavorable so that they can get out of their 
predicament and be able to move ahead during reform. 


Two Major Problems That Large and Medium Size 
Northeastern Enterprises Face In Their Development 


During our survey, we had a strong feeling that two 
major problems that large and medium size state-owned 
enterprises face will have to be solved before they can 
regain their elan. The first is technological transforma- 
tion, and the second is getting rid of burdens. 


Greater technological transformation is an effective way 
for state-owned large and medium size enterprises to get 
out of their predicaments. In most of China’s large and 
medium sized state-owned enterprises, management is 
fairly good, products conform to national industrial 
policy, and a quite well motivated and disciplined pro- 
letarian industrial work force exists. However, for a long 
period, state owned enterprises have paid large amounts 
of taxes and profits to the state but have invested little. 
Specifically, investment in the technological transforma- 
tion of state owned enterprises in the three northeastern 
provinces has been much lower than the average for the 
country as a whole. Consequently, in quite a few enter- 
prises, equipment is out of date, technology is backward, 
and burdens are heavy. If this continues, the state-owned 
assets of numerous enterprises will become assets in 
name only. A mainstay of national economic develop- 
ment will begin to totter. Accelerating technological 
transformation and truly enlivening state-owned enter- 
prises requires, first of all, that everyone realize the 
extreme importance of technological transformation. 
They must make correct choices between technological 
transformation and new construction. Heretofore, there 
has been too much capital construction. Every jurisdic- 
tion is intent on building new facilities. The building of 
infrastructure in some so-called “bottleneck” sectors has 
also become mired in a vicious circle of overbuilding. 
The large investment of capital in these sectors has been 
done at the expense of investment in the technological 
transformation of a large number of state-owned enter- 
prises. One has to say that this is a mistake. Straightening 
out state-owned large and medium size enterprises 
means that henceforth technological transformation 
must take precedence over new construction. Second, 
the state has to increase investment in technological 
transformation as a matter of policy and procedure. It 
has to use the new government financial system to 
increase investment in state-owned large and medium 
size enterprises, particularly investment in old industrial 
bases in the northeast. It must also employ the new 
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financial system to increase credit and financing for 
these enterprises, thereby using available funds where 
they will do the most good to bring about a rejuvenation 
of state-owned large and medium size enterprises. 


State-owned large and medium size enterprises not only 
carry a lot of heavy historical baggage, but they also bear 
numerous social burdens that are public welfare func- 
tions that the government should carry. We found that 
these burdens that state-owned enterprises bear are not 
borne by non-state owned enterprises; thus, non-state 
owned enterprises can move into the fray with lighter 
packs. They are more competitive. Therefore, how to rid 
state-owned large and medium size enterprises of their 
burdens is an urgent task of the moment. 


Effect of “Triangular Debt” on Large and Medium Size 
Enterprises Not To Be Underestimated 


All enterprises report a funds shortage today. Payment 
delays among enterprises are on the increase. As of the 
end of November 1993, enterprises in the three north- 
eastern provinces owned each other more than 100 
billion yuan. The amount was more than 32 billion yuan 
in Heilongjiang, more than 24 billion yuan in Jilin, and 
more than 47 billion yuan in Liaoning. The range of 
delayed payments has also expanded further. Some large 
and exceptionally large enterprises are owed more than 
they owe others. Government credit slated for key con- 
struction projects and key enterprises is frequenily held 
up by other enterprises. Triangular debt seriously 
impairs normal enterprise operation. Some enterprises 
that are doing fairly well are also greatly hurt by it. This 
is because, as market competition intensifies, an enter- 
prise may easily lose its existing markets if it fails to ship 
goods. It has to ship goods. However, once it ships 
the goods, it has to expend much energy on 
dunning for payment. 


The main reasons for this expansion of triangular debt 
are as follows: First is the 1993 inflation of investment in 
fixed assets. The needed funds were not available, on the 
one hand, and cost overruns occurred on the other. 
However, once projects began, the funds could not be 
recovered. After macroeconomic regulation and control 
tightened the money supply somewhat, the resulting 
funds shortage led to a general delay in payments. The 
second reason is worsening structural problems. In many 
enterprises, equipment is old, products are out of date, 
and products cannot be sold. This ties up funds, adding 
to enterprise losses and expanding the area affected by 
losses. Losses mean an ipso facto draining away of funds. 
Third some concerns have a wrong idea about debt. They 
suppose that “to owe money is advantageous,” and “‘to 
owe money is sensible.” They purposely delay payment. 
Fourth, the banking system still does not measure up. 


The effect of triangular debt on enterprises is very 
serious today. Not only has it resulted in failure to pay 
for fixed assets, but widespread failure to pay money 
needed for working capital as well. Triangular debt 
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means that many enterprises are facing serious produc- 
tion and livelihood difficulties. Employee morale is 
extremely low. On top of it all, the new tax system 
provides that taxes must be paid on all goods shipped, 
but afier they ship goods, many concerns cannot obtain 
payment for them. Nevertheless, they have to pay the 
taxes due. This causes an even greater funds shortage. 
Statistics from Jilin Province show normal production is 
hurt in approximately 70 percent of the province’s 
industrial enterprises because of a shortage of working 
capital. About 30 percent of all concerns have halted or 
semi-halted production. 


In short, the adverse effect of this triangular debt should 
not be underestimated. In particular, action must be 
taken to solve the extremely urgent problem of 
delinquent payment of working capital. 


Analysis of 1994 Steel Imports 


94CE0472A Beijing GUOJI MAOYI WENTI 
[INTERNATIONAL TRADE JOURNAL] in Chinese 
No 4, 17 Apr 94 pp 57-59 


[Article by Chen Kexin (7115 0460 2450) of the Ministry 
of Internal Trade: “A Brief Analysis of Steel Import 
in 1994”"] 


[Text] In the wake of the gradual development of the 
socialist market system, domestic and foreign markets 
have linked up even better. Our use of foreign resources 
to supplement the shortfall in domestic production has 
become an irreversible trend. In 1994, the national 
economy will continue to grow at a fairly high rate, and 
because of that, it is expected that there will be a large 
gap between supply and demand for steel, which can 
only be remedied by imports. It is very important that we 
look at the current situation and analyze the 1994 steel 
import situation, find out about possible problems, and 
formulate appropriate countermeasures. 


I. Characteristics of Steel Imports in 1994 


Steel imports in 1994 will have the following major 
characteristics: 


1. The demand for imports will remain strong. There is a 
large gap between the supply and demand of domestic 
steel in 1994. Based on a 10 percent increase in the 
GDP, 17 percent increase in industrial production, 
and around 25 percent increase in fixed asset invest- 
ments for the entire year, the nation’s demand for 
steel will increase by about 15 percent while produc- 
tion will grow by 10 percent. There wuill be a 18 
million-ton gap between supply and demand which 
must be remedied by imports. 


2. The overall import level will be lower. In 1993, the 
nation imported 28 million tons of steel, setting an 
historical record. Although demand for imported 
steel remains strong in 1994, the overall import level 
will be lower. Using the 18 million-ton figure, it will 
represent a one-third decline in import level. 
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3. The mix of products will be very different. Because of 
the narrowing gap between supply and demand in the 
domestic market, the import of construction-use 
materials will be greatly reduced in 1994, but the 
import of production-use materials will remain at a 
fairly high level, especially for products which we do 
not have sufficient productive capacity and which we 
have always depended on imports—such as thin steel 
plates, cold-rolled silicon steel sheets, large caliber 
seamless pipes, and high-pressure pipes. In addition, 
because 1994’s fixed asset investments will lean 
heavily toward infrastructure and basic industry, the 
demand for steel used on railroads, in power plants, 
and oil fields—especially those of large specifications 
and high quality—will be higher. Since we do not 
have the domestic productive capacity to meet total 
demand, we must import to remedy the shortage. 


4. More steel will arrive in the second half of the year. 
The import of steel soared toward the second half of 
1993; steel imports exceeded 3 million tons in every 
month during the third quarter. They seriously 
eroded the domestic market and caused supply to 
exceed demand, creating a huge stockpile and driving 
prices down sharply. Because of that, few contracts 
were signed in the last months of 1993 and in the first 
quarter of 1994, and that is why little foreign import 
will arrive in the first half of the year. As market 
demand gradually increased after March 1994, prices 
began to increase, and many large companies began to 
sign import contracts. Steel materials will continue to 
arrive from overseas in the second half of the year; the 
import volume will be greater than in the first 6 
months of the year. 


II. Analysis of the Major Factors Affecting Steel 
Imports 


The negative factors: 


1. The world economy is expected to recover to some 
extent in 1994. World economic growth will inevi- 
tably revive the steel market, and once the market 
recovers, prices will go up, which will greatly increase 
the cost of imports. 


2. RMB will continue to depreciate in 1994. Foreign 
exchange prices will remain high and may even rise 
further, which will jack up import cost. In 1993, steel 
imports alone cost us more than $10 billion, and if we 
keep up the import level in 1994, raising foreign 
exchange may pose a problem. 


3. Domestic and foreign price differential for steel nar- 
rowed in 1993, which made imported steel much less 
attractive. In the second half of 1993, the importing 
of steel proved to be unprofitable, and many 
importers became nervous and hesitated about 
signing any more contracts. This will affect steel 
imports in 1994, especially in the first 6 months. 
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4. As economic growth continues to accelerate, trans- 
portation and shipping are playing a stronger “brak- 
ing” role. Currently, rail transport is meeting less than 
70 percent of our needs. It is expected that transpor- 
tation and shipping will continue to be tight in 1994, 
and this will also have an adverse effect on steel 
imports and sales. 


The positive factors: 


1. Beginning in 1994, based on a market admission 
agreement between China and the United States, 
China has abolished its import license and quota 
requirements on 188 types of iron and steel! products. 
Beginning on | January 1994, China has abolished its 
steel material import licenses. In preparation of the 
resumption of our GATT status, the import tariffs of 
some steel products will also be lowered accordingly. 
Currently, the average import tariff for 248 metallur- 
gical products is 14 percent, and upon lowering it by 
50 percent before 1997 as required, the cost of 
imported steel should be reduced accordingly, which 
will have a positive effect. 


2. Even though the world economy will show signs of 
recovery in 1994, it will be a slow process. Recovery 
in the international steel market will be limited. 
Recently, the United States announced a 109 percent 
anti-dumping tax on steel products imported from 16 
nations, including Japan and Western Europe. Com- 
petition among the West’s steel industries has become 
even more intense. Furthermore, China’s steel import 
will drop substantially in 1994, which will help curb 
the excess increase in prices. 


III. 1994 Steel Import Problems and Countermeasures 


Summing up the above, we seem to be facing more 
adverse than favorable factors in steel imports in 1994, 
and there is no room for optimism. If not properly 
regulated and controlled, we may run into some prob- 
lems which will adversely affect the stability of the 
nation’s supply of goods and materials and jeopardize 
the sustained, speedy, and healthy development of the 
national economy. 


From the point of potential problems, one, the main 
conflict in steel import may come when the current 
over-supply turns into shortages. In particular, supply- 
demand problem will be most acute for some steel 
products which we have always depended on imports— 
such as thin steel plates, cold-rolled silicon steel, and 
heavy-caliber seamless pipes—and steel materials that 
are needed in many large and mid-sized projects as the 
nation strengthens its infrastructure and basic industry 
in 1994—such as those used in railroad construction, 
power plants, and oil fields. Two, because of the fairly 
large foreign trade deficit at the end of 1993, if we 
continue to maintain the high level of imports in 1994, 
we will need at least $6 billion, which will pose some 
problem in terms of raising and utilizing foreign 
exchange, and we may not be able to satisfy our import 
needs. Three, the goods may arrive en masse at the ports 
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in the second half of 1994, especially after August and 
September, while most of the imported materials are 
needed after April and May, and therefore the time of 
arrival of the goods and the time when they are most 
needed cannot be synchronized. Four, because of the 
“bottleneck” in shipping and transportation, the goods 
cannot circulate freely, and the imported steel will stock- 
pile sometime, somewhere, which will exacerbate the 
overall tight-supply situation. Five, we lack the necessary 
regulation and control departments and means. Judging 
by 1993’s situation, due to the lack of macro regulation 
and control, we imported too much—especially of the 
wrong types of steel, and the import channels were 
scattered and disorderly. Consequently, they eroded the 
domestic market, increased society’s stockpile, took up 
foreign exchange funds, and raised international market 
prices, and as a result, many managing departments lost 
money. If we do not strengthen the regulation and 
control of steel import in 1994, the same problems we 
ran into in 1993 will be repeated. 


For these reasons, we should adopt the following 
countermeasures in 1994: 


1. Control the rate of development and stabilize the 
demand for steel materials. Perhaps 1994’s economic 
growth rate should be kept at 10 percent and indus- 
trial growth rate at 17 percent, and fixed asset invest- 
ment should increase at around 25 percent; otherwise 
if demand is increasing so fast as to exceed the foreign 
exchange supply capability, it will exacerbate the 
shortage of imports and cause another round of 
soaring prices in the market. 


2. Fully tap the nation’s own potential to increase output. 
To ease the possible shortage of steel imports in 1994, 
besides controlling excess increase in demand, we 
should fully tap the nation’s own potential to increase 
output. To do so, first, we must demand greater 
output; second, we must demand better quality; third, 
we must readjust the product mix, strive to increase 
production to replace the imported goods, and 
increase effective supply. 


3. Readjust the import-mix. Looking at the nation’s cur- 
rent productive capacity and market demands, it is the 
author’s opinion that the guiding principle for 1994's 
steel import should be to import more production-use 
materials and less construction-use materials and 
import more types that are in short supply and fewer 
types that already have excess supply. In addition, 
because the state will be strengthening infrastructure 
and basic industry, we may start many large and 
mid-sized capital construction projects, and so per- 
haps we should import even more steel materials 
suitable for railway construction, power plants, and oil 
fields—especially the large specification, high stan- 
dard steel, such as heavy rail, cold-rolled silicon steel 
sheets, large-caliber oil pipes and so on. We should 
give them priority and guarantee with regard to funds, 
foreign exchange utilization, and transportation. 
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4. Make proper arrangement in signing contracts and 
scheduling delivery. Due to today’s fairly low prices in 
the steel market, the importers are reluctant to sign 
contracts. In the second and third quarters of 1994, 
we may find a shortage of imports accompanied by 
excess demand. The state’s relevant departments and 
some large enterprises and companies should sign 
contracts and schedule delivery sooner than they have 
planned before, so as to satisfy market demand in a 
timely fashion and avoid having the goods arrive at 
the same time, which can lead to temporary 
stockpiling and unnecessary losses. 


5. Doa better job with transportation and transfer. When 
transporting various goods and materials, steel should 
be given priority as a vital basic material. We should 


Output of Raw Materials in May 


HK1706115594 Beijing CEI Database in English 17 Jun 94 
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do a better job linking sea and land transport, speed 
up the dispersion rate at the ports, and as much as 
possible, avoid stockpiling them in the ports or on 
ships and trains. 


6. Strengthen import coordination. In the wake of the 
elimination of steel import licenses and the handing 
down of more power to import goods and materials to 
the lower levels, we can expect more, rather than 
fewer, steel-importing departments and channels. To 
maintain import stability and avoid unnecessary con- 
fusion, we should adopt effective measures and do a 
better coordination job in terms of import quantity, 
types, quality, and prices, so that we can better meet 
the nation’s market demand and support our eco- 
nomic development. 


[Text] Beijing (CEIS)}—Following is a list of the output of raw materials in May 1994, released by the State Statistical 










































































Bureau: 
Item Unit 5/94 5/93 
Iron ore 10,000t 2191.76 2073.80 
Pig iron 10,000t 841.99 728.50 
Steel 10,000t 794.54 750.25 
Rolled steel 10,000t 692.33 673.85 
Ferro alloys 10,0001 22.56 23.42 
Coking coal 10,000t 561.68 529.85 
Ten nonferrous metals 10,000t 32.58 27.15 

Of: Copper 10,000t 6.33 5.92 

Aluminium 10,000t 12.14 9.92 
Copper products 10,000t 5.93 5.89 
Aluminium products 10,000 4.91 5.72 
Alumina 10,000t 15.55 14.56 
Sulphuric-iron ore 10,000t 137.16 132.21 
Phosphorus ore 10,000t 259.98 207.87 
Timber 10,000cum 128.39 118.64 
Artificial board 10,000cum 3.96 4.15 
Cement 10,000t 3573.63 3171.20 
Plate glass 10,000c 924.96 888.71 
Note: t - ton, cu m - cubic meter, c - case 

SMALL-SCALE ENTERPRISES [Text] [24 Apr p 6] 


Survey Views Private Economy 


94CE0501A Beijing JINGJI RIBAO 
in Chinese 24 Apr, 1 May 94 


[Report of a study group organized by the Society for the 
Study of China’s Private Economy, by Zhang Houyi (1728 
0624 5030): “A Survey on the Present State of China’s 
Private Economy, With Policy Recommendations”’] 


Editor’s Note: Beginning in October of last year, a study 
group organized by the Society for the Study of China’s 
Private Economy, visited 11 provinces and municipalities, 
including Guangdong, Fujian, Zhejiang, Hunan, Hubei, 
Yunnan, Sichuan, Henan, Hebei, Jilin and Beijing, to 
conduct a specific sample survey on the present condition 
of China’s private economy. At the same time, the Insti- 
tute of Sociology of the Academy of Social Sciences of 
China, together with the Research Office of the National 








44 ECONOMIC 


League of Industry and Commerce, organized a nation- 
wide sampling survey of private enterprises. They selected 
1,432 examples from China’s 30 provinces and municipal- 
ities (one percent of the private enterprises registered in 
China at the end of 1992), and gathered a large amount of 
data. Here, for the benefit of our readers, we are pub- 
lishing an abridgement, in two parts, of the study group’s 
findings, based on the surveys described above. 


At the end of 1988, after the “Interim Regulations on 
Private Enterprises” were issued, the Administration for 
Industry and Commerce commenced the work of regis- 
tering private enterprises. The pace of development of 
private enterprises over the last five years, can be 
divided into two phases—the phase of hesitation and the 
phase of accelerating development. From 1989 to 1991, 
the growth in numbers of private enterprises never 
exceeded 10 percent. In 1992, the pace of development 
quickened, growing almost 30 percent over the end of the 
previous year, and, by the end of June, 1993, growing 32 
percent over the same period of the previous year. 


Statistics from the National Bureau of Administration for 
Industry and Commerce show that, at the end of June, 
1993, there were 184,000 private enterprises in China, in 
which 2,940,000 people were working. These numbers 
were, respectively, 66 and 57 percent more than the same 
period of the previous year. [figures as published] This was 
the period of quickest development, since the registration 
of private enterprises began. Moreover, for the first time, 
there was no decline or stagnation in any province or 
municipality. The fastest growth was in Guangdong, where 
there were 11,743 new private enterprises, an increase of 
2.5 times over the same period of the previous year, so that 
the total reached almost 40,000. Beijing, Hainan, Anhui, 
Heilongjiang, Shanghai, Hubei, Xinjiang, and Jiangsu, all 
showed growth rates of more than 100 percent. During its 
process of development, the private economy has dis- 
played the following special features: 


A Growing Vitality, and an Expanding Scale of 
Business 


By the end of 1993, the total registered capital of private 
enterprises in all of China was 45.29 billion yuan, 225 
percent more than a year earlier. It grew six fold in 
Guangdong, increased by 139 percent in Liaoning, and 
more than doubled in Beijing and Jiangsu. An increase in 
registered capital implies growing economic vitality, and 
an expanding scale of business. Compared with the same 
time last year, average registered capital for private enter- 
prises increased from 126,000 yuan to 246,000 yuan, or 95 
percent; average output value per enterprise increased 
from 79,000 yuan to 88,000 yuan, growing |! percent; and 
average volume of business realized, increased from 
35,000 yuan to 70,400 yuan, growing 100 percent. At the 
same time, the number of employees per enterprise 
declined, from 14.4 to 13.8. It is clear that, as private 
enterprises pursue economies of scale, they are doing their 
best to improve the organic structure of capital, reduce 
expenditures of animate labor, and reduce costs. 
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Rapidly Rising Values of Fixed Assets, High Rates of 
Accumulation, and the Emergence of a Group of 
“Millionaires” 


Analyzing the results of the studies, the condition of 
private enterprises in recent years is roughly as follows: 
10 percent have closed and gone out of business, 30 
percent are barely getting by, 20 percent are earning 
minimal profits, and 40 percent are earning fairly large 
profits. A portion of private enterprises have already 
completed the process of “primary accumulation” and 
entered the stage of rapid development, and some have 
achieved the scale of medium-sized enterprises. The 
number of enterprises that have achieved a capitaliza- 
tion (fixed assets plus current capital) of one million 
yuan or more, has increased from 855 at the end of 1992, 
to 4,072 (at the end of June, 1993), growing 376 percent. 
Of the 1,432 private enterprises sampled, which were 
drawn from throughout China, four percent had more 
than one million yuan in registered capital at the time 
they started business. At the end of 1992, 23.8 percent 
had registered capital of more than one million yuan, 
and 33.7 percent had more than one million yuan of 
capital in actual use. 


Organizational Forms at Enterprises are Changing, and 
a Liability Companies are Growing Rapidly in 
umber 


Some private companies are operating across boundaries 
between districts, industries, and systems of ownership. 
There is mutual interpenetration between them and the 
state-owned economy, through such devices as share 
holding, leasing, and mergers. This exploits the strengths 
and avoids the shortcomings of each, and realizes the 
advantages of “‘hybridization.”” As ownership rights shift 
and are reorganized, the “pedigree” of the private enter- 
prise system of ownership will no longer be pure and 
uniform. A new structure for the ownership of property 
is taking shape. At the end of June, 1993, the number of 
private limited-liability companies reached 41,549, or 
380 percent more than the same time a year earlier. They 
account for only 23 percent of all private enterprises, but 
they have 59.5 percent of all the registered capital 
belonging to private enterprises. 


The Industrial Mix Is Becoming More Rational, and 
Private Enterprises Are Beginning To Penetrate 
High-Tech Fields, and International Markets 


At the end of June, 1993, the number of private enter- 
prises involved in tertiary industries reached 76,000, an 
increase of 130 percent over the same time a year earlier. 
The portion of the total number of private enterprises for 
which they accounted, rose from 30 to 41 percent. In 
Jiangsu, private enterprises engaged in tertiary indus- 
tries increased 160.5 percent over the end of the previous 
year, and accounted for 43.1 percent of all private 
enterprises in the province. In Liaoning, they accounted 
for 48.9 percent, and in Beijing, 61.7 percent. In Guang- 
dong, 63.9 percent of newly added private enterprises are 
engaged in tertiary industries. As for the mix of lines of 
business, the technical consulting business is growing 
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fastest, from 1,209 enterprises at the same time last year, 
to 3,871, an increase of 220 percent. Enterprises in the 
service industries increased in number to 7,126, from 
2,465 at the same time last year, an increase of 189 
percent. Some private enterprises are moving into new 
and high technology, and producing famous name prod- 
ucts. For instance, the city of Fuzhou has 82 privately 
run scientific and technical organizations, and their 
areas of study extend to more than 10 fields, including 
electronics, electro-mechanical devices, machinery, met- 
allurgy, energy, environmental protection, etc. They 
have obtained more than 100 patents, and received 
national awards for five of them, that achieved key 
national objectives in science and technology. 


At the end of 1992, the number of private enterprises 
that exported and earned foreign exchange reached 
2,230, and their foreign exchange earnings reach 957.22 
million yuan, growing 378.3 and 77.3 percent respec- 
tively, compared to the same period the previous year. 
According to incomplete statistics from the National 
Bureau of Commerce and Industry, there are almost 300 
private enterprises that are pursuing joint and coopera- 
tive ventures with foreign businessmen. Also, according 
to statistics from 17 port cities in nine provinces, the 
number of enterprises participating in border trade has 
reached 1,477. 


Investor Profiles Are Changing. Their Qualifications 
Are Rising, and, for the First Time, the Mix of City 
Versus Rural Peopie Is Changing. 


By the end of June, 1993, compared to the end of the 
previous year, the proportion of investors from urban 
areas, rose from 46.7 percent to 53 percent, while the 
proportion of those from rural areas dropped from 53.3 
percent to 47 percent. As for their original occupations, 
those from urban areas mostly worked in industrial and 
commercial services or management before investing; 
whereas those from rural areas were mostly agricultural 
laborers. At the same time, a change occurred in the 
profile of urban people who were making investments. 
Instead of being mostly unemployed young people, or 
retired or laid-off workers, the majority were techni- 
cians, cadres in organizations, or workers. In the wake of 
reform in the organization of government and the labor 
system, shifts in industrial policy, and changes in how 
people view their occupational choices, the proportion of 
the relatively well qualified, among new investors, 
should rise further. According to relevant data, 120,000 
people from China’s administrative organizations “took 
the plunge” and went into the private sector in 1992, and 
some of them invested in, and opened up, private 
enterprises. Among 81 people who registered to go into 
business in Hangzhou between January and April, 1993, 
there were 55, or 68.2 percent, who were at least 
vocational school graduates. 
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The Influence of the Heads of Private Enterprises Is 
Growing, but Is Clearly Limited to Their Own Localities 


In Guangdong, in the first half of 1993, self-employed 
persons and private enterprises paid 1.72 billion yuan in 
taxes, amounting to 11 percent of provincial revenue 
during the period. In Taikang county of Henan province, it 
was 56 percent, and in Miyang County, 66 percent. Also, 
according to other statistics, in recent years, 5,401 heads of 
private enterprises have been elected, or promoted for 
election, as delegates to the National People’s Congress at 
the county level or above, while 8,558 served as members 
of the Chinese People’s Consultative Congress, | ,357 were 
committee members of the Communist Youth League, and 
1,430 were committee members of the Women’s League. 
They included eight delegates to the Eighth National 
People’s Congress, 20 committee members of the Eighth 
Chinese People’s Consultative Congress, eight delegates to 
the 13th. National Congress of the Communist Youth 
League, and 170 committee members of the National 
League of Industry and Commerce, including one vice- 
chairman. According to a sampling survey, among 1,432 
heads of enterprises, 7.3 percent belonged to the Commu- 
nist Youth League, and 6.5 percent belonged to other 
democratic parties or groups. 


Since the re-emergence of the private economy in China, 
and following 10 years of development, it has already 
achieved a degree of power in the economy, and influence 
in society. But, in terms of China as a whole, their numbers 
are few (there are only 400,000 registered private business- 
men), their power is small, and they remain in an early 
stage of their emergence and development. 


Looking at the economic aspect, private enterprises are 
only a few small workshops, and those who run them are 
only a few small proprietors. At present, they employ an 
average of only 13.8 people, and their average registered 
capital is 246,000 yuan. Most of them do extensive, 
labor-intensive work, where many working procedures 
depend on manual operations and simple labor. Their 
level of mechanization and automation is low. The pri- 
vate economy is a constituent part of the present-day 
Chinese economy, but it does not account for any large 
portion of China’s total social capital, and it has not 
displayed any obvious superiority in funding, technology, 
management, product quality, etc., over the state-owned 
economy, which controls the economic lifeblood of the 
people, and plays the leading role in economic develop- 
ment. The “universal illumination” of the socialist 
system, has not only caused the special characteristics of 
the private economy to appear in a different aspect, but 
has also determined that it must remain in an auxiliary 
status, and serve a supplementary function. 


[1 May p 6] 


Looking at the big picture, after more than 10 years of 
development, the private economy has seen great 
improvement in the macro-economic environment, and 
their policies and practices are also steadily being per- 
fected. But the following deep problems, which impede 
the healthful development of the private economy, still 
have no basic solutions. 
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Proprietors of Private Enterprises Are Under Great 
Psychological Stress 


There is still no generally accepted way to resolve the 
conflict between the nature of the private economy, and 
the fundamental nature of socialism. The private 
economy is founded on hired labor, and a relationship of 
exploiting and being exploited definitely does exist 
between the proprietor of an enterprise and his workers. 
Enterprise proprietors cannot clearly make out the pros- 
pects, or destiny, of the private economy under 
socialism, or until when the private economy will be 
“allowed to exist.” 


Different Kinds of Enterprises Are Not Equal in Status; 
the Tax Burden Is Not Uniform, Treatment Varies, and 
It Is Difficult to Assure That They Compete Equally in 
the Marketplace 


This is the source of the severe difficulties that presently 
exist for private enterprises, by comparison with state- 
owned enterprises, in such areas as getting loans, 
acquiring land, obtaining permits, traveling abroad or 
exporting, etc. 


Legally Acquired Private Property Cannot Secure Legal 
Guarantees 


As of now, there are two main forms of encroachment 
and robbery against the property of private enterprises. 
The first comes from government departments that have 
authority over them, and that collect unreasonable fees. 
The second comes from individuals who practice 
robbery, extortion, blackmail, or fraud. 


The People Who Run Them Are Poorly Qualified, 
Impeding the Healthful Development of the Private 
Economy 


At the present stage, the great majority of entrepreneurs 
have still not developed into tycoons. There are many 
among them who have not even completed the transition 
from small proprietor to entrepreneur. They remain at an 
early, immature stage, and they show it by their self-willed, 
ill-considered, or family-style management, or by running 
things in the manner of a workshop, or by their lack of 
self-discipline, their tendency to speculate, etc. 


When the problems mentioned above appear in the 
process of doing business, it means that the entrepreneur 
suffers, to a greater or lesser degree, from conflicting 
emotions and distorted behavior. For instance, he may 
be half trusting and half suspicious, at once involving 
himself in the work, and standing back to watch other 
people do it, which means there is a kind of unarticu- 
lated feeling of insecurity in the back of his mind. He 
may fully or partly conceal the nature of his business; 
this is the much-noted phenomenon of wearing a “red 
hat,” a “foreign hat,” and a “small hat.” There may also 
be short-sighted behavior, deals for influence, conspic- 
uous consumption, and so on. With these problems in 
mind, we should effectively implement the following 
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measures, because only then can we promote the 
healthful development of the private economy in its new 
stage of development: 


1. Legally-acquired private property should be legally 
protected. 


Settled and clearly-defined rights to property are the 
foundation for the stable development of the social 
economy. Only if wealth, that is legally accumulated, is 
legally protected, can it encourage and spur people to 
create and accumulate even more social wealth. For this 
reason, we recommend that the Chinese national legal 
code provide that: |. the legally-acquired private prop- 
erty of citizens should be sacred and inviolable, the 
same as socialist public property; 2. the nation should 
protect, according to law, the ownership rights of citi- 
zens over their legally-acquired private property 
(including private capital); 3. the nation, as provided by 
law, should protect the right of citizens to inherit private 
property; 4. for any organization, or individual, to 
appropriate or destroy the legally-acquired private prop- 
erty of citizens, by whatever means, should be prohib- 
ited; 5. to recklessly squander private property is to 
despoil material wealth created by human labor, and 
destroy present productive capacity, and should there- 
fore be heavily taxed; as for conspicuous consumption, 
which threatens public morality, it should be restrained 
by law; 6. the use of private property to expand repro- 
duction should be encouraged, and there should be 
appropriate regulations and controls over the portion of 
it that goes for living expenses; so that, in the process of 
reproduction, private property and state-owned prop- 
erty will coexist for a long time, and contribute together 
to the prosperity of the socialist economy. 


2. Intermediary organizations should be established to 
clear away obstacles on behalf of private enterprises. 


Private enterprises, in the process of their development, 
face various problems, such as conflicts between small 
and large scale production, and between independent 
operators and related administrative departments of the 
government, as well as poor self-discipline on the part of 
private enterprises, difficulties in oversight, etc. As 
reform deepens and the market matures, operators of 
private enterprises are urgently demanding the establish- 
ment of economic intermediary organizations, to pro- 
vide services, coordination, communication, and over- 
sight for the healthful development of enterprises. 
According to a survey, 57 percent of enterprise propri- 
etors believe that there is a great need to establish 
intermediary organizations, such as industnal associa- 
tions, that will serve their own members, be managed by 
their own members, and have a relatively high degree of 
Organization. In the coastal areas, where the private 
economy emerged relatively early, and developed rela- 
tively quickly, these intermediary organizations are 
mainly chambers of commerce, industry associations, 
association of businessmen, etc. 
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3. Regional policies should be established, and the devel- 
opment of the private economy in western China should 
be fostered. 


There is unevenness in the distribution of the private 
economy by regions, and moreover the trend is for these 
differences gaps to enlarge. At the end of 1992, the 
eastern, central, and western regions accounted for 70.5 
percent, 27.9 percent, and 1.6 percent, respectively, of all 
the private enterprises in China. The proportions are 
generally similar for numbers of people working, regis- 
tered capital, output value, and volume of business. At 
the end of June, 1993, there were only 52.3 percent as 
many private enterprises in the nine provinces and 
autonomous regions of western China (excluding Tibet), 
as there were in Guangdong. The eastern, central, and 
western regions accounted for 49.4 percent, 30.5 percent, 
and 20.1 percent, respectively, of self-employed persons 
engaged in industry and commerce. If the gap between 
the eastern and western regions enlarges, this will affect 
social stability, and impede the progress of the whole 
country toward modernization. Therefore, in the process 
of establishing a socialist market economic system, and 
while vigorously developing the state-owned economy, 
we should establish regional policies, and promote the 
comprehensive development of a non-state-owned 
economy, in accordance with local conditions. In 
western China, we must adopt special policies and mea- 
sures, to foster self-employed persons and private enter- 
prises, develop commodity production, put a “blood 
making” process into motion, and create more points of 
growth, so as to gradually eliminate suffering from 
hunger and cold. We could set aside some unused 
mountain land to sell cheaply, or give away, to farmers, 
helping them to develop the crop industry (in industrial 
or cash crops), or aquaculture, and establish bases for the 
production of local specialty goods; or we could “create 
a favorable environment” by eliminating taxes on local 
specialty products, or reducing taxes on self-employed 
persons, and private enterprises; or we could permit 
farmers in gold-producing areas, under unified planning 
and management, to engage in opening up gold mines, 
processing gold jewelry, etc. Also, we could allocate a 
portion of the National Anti-Poverty Fund to foster 
local, and non-local, self-employed persons and private 
enterprises; levy a fee on the exploitation of natural 
resources, and use part of the proceeds to support 
self-employed persons and private enterprises; permit 
the establishment of credit cooperatives for self- 
employed persons and private enterprises, etc. We can 
also, in a planned-out way, select, from among dis- 
charged soldiers and educated youth who are returning 
to their home localities, some young and middle-aged 
people who have a head for the commodity economy, 
and the ability to run a business, and send them to 
“study abroad” in the coastal areas, or else provide them 
“on-site training” at appropriate locations, so that they 
may become managers for various kinds of economic 
entities. We can also establish experimental districts of 
various kinds. 
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4. The role of government should change, so it can do a 
better job of managing the private economy. 


If the government is to be a “referee” for the market 
economy, then it must move from “laissez faire” to 
active management. It must: |) Carefully study the basic 
situation of the private economy, so it has a good idea of 
how things stand; 2) Set guidelines for the development 
of the private economy. It must incorporate the private 
economy into local development plans through indus- 
trial policy, city planning, and construction of infrastruc- 
ture, to avoid a situation where “every village acts on its 
own,” with each fighting for itself, and raise efficiency 
overall. As for the selection of projects, it should assist 
the completion of feasibility studies, in accordance with 
national regulations and the situation of the market, and 
inform businessmen as to what will be promoted, dis- 
couraged, or prohibited; and 3. Improve oversight and 
regulation of specific enterprises, before, during, 
and after production. 


FOREIGN TRADE, INVESTMENT 


Implication of Uruguay Round for World Trade, 
China 


94CE0476A Beijing GUOJI MAOYI WENTI 
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[Article by Professor Xue Rongjiu (5641 2837 0036), 
President, Foreign Economic and Trade Relations Uni- 
versity’s GATT Research Association: “On GATT’s 
Historical Milestone—Overview of the Uruguay Round 
of Multilateral Trade Negotiation”’] 


[Excerpt] [passage omitted] 


II. Impact of the Uruguay Round of Negotiations on 
Members and Non-Members of World Trade 
Organization and on World Economic and Trade 


Development 


The success of the Uruguay Round of negotiations will 
help curb the spread of trade protectionism and inject 
new vitality into world economic recovery in the near- 
term. After the signing of the “Final Act of the Uruguay 
Round,” and with its coming into effect, it will have the 
following impact on World Trade Organization 
members and non-members and on world economic 
and trade development: 


1. Impact on World Trade Organization Members 


One, the markets of the World Trade Organization 
members will become even more integrated, and their 
common market will further expand. With the signing of 
the “Final Act of the Uruguay Round” and its taking 
effect in 1995, the trade barriers and non-trade barriers 
among World Trade Organization members with respect 
to goods, services, and investments will be further weak- 
ened and curtailed; uniform rules and regulations will be 
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established, and there will be greater harmony in the 
markets of the member nations, further expanding the 
scope of their common market. 


Two, as the members’ common market expands, they 
will become more dependent on one another for trade, 
and the division of labor over goods and services will be 
further strengthened. 


Three, affected by market laws and against each 
nation’s existing backdrop, competition among the 
member nations will be even more intense, and the 
ways and means of competition will change. (1) Com- 
petition and negotiations among the member nations 
will be carried out primarily through economic and 
trade blocs. (2) There will be further readjustments and 
improvements of the member nations’ industrial struc- 
tures. They will pay more attention to the nurturing of 
industrial colonies. For example, Japan is fostering a 
growth-industry colony with the following characteris- 
tics: It is linked to the “information and communica- 
tions networks”; it is linked to “resources and the 
environment”; it is linked to the “inadequate labor 
force and to women’s entry to society”; it is linked to 
“‘wealth and leisure’’; it is linked to “replenishment of 
long-term social capital.” To accelerate the readjust- 
ment of the industrial structure and make each 
nation’s own products more competitive, many 
member nations have already taken steps to vigorously 
develop science and technology. In particular, intense 
competition is being launched in the high-tech area. (3) 
Member nations are increasingly taking advantage of 
the “loopholes” in the “Final Act of the Uruguay 
Round,” formulating “grey area’’ measures, and rein- 
forcing their technological, environmental, and cul- 
tural barriers. 


Four, the uneven development among the developing- 
nation members of the World Trade Organization will 
become even more uneven. In the “Final Act of the 
Uruguay Round,” much consideration has been given to 
the interests of these nations, and exceptional rules have 
been drawn up to help them fulfill the agreement. It has 
given them a good opportunity to develop their economy 
and trade. However, because of their economic struc- 
ture, management standards, and lack of competitive- 
ness, these steps will benefit the newly industrialized 
nations and regions more and will benefit Africa and 
other least-developed nations less. 


Five, how the World Trade Organization members 
carry out the terms of the “Final Act of the Uruguay 
Round” will affect the extent of world trade develop- 
ment. Currently, GATT has 115 formal signatories 
which account for more than 90 percent of the world 
trade volume. If these signatories become World Trade 
Organization members, they will be able to trade all 
kinds of goods and services and capital at different 
levels and through many channels under the World 
Trade Organization agreements and rules and regula- 
tions, and it will liberalize trade, and the result will put 
more constraints on world trade. 
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2. Impact on World Trade Organization Non-Members 


The successful conclusion of the Uruguay Round poses a 
serious challenge to nations that are not GATT signato- 
ries. If the non-signatory nations and regions that partic- 
ipated in all the Uruguay Round of multilateral negoti- 
ations fail to sign the “Final Act of the Uruguay Round” 
and have not become signatories by 1995, they cannot 
become a founding nation of the World Trade Organi- 
zation, and if they apply for admission again, their 
previous efforts will be wasted, and they will have to pay 
a even higher “price.” As for non-signatories of GATT 
that did not participate in the Uruguay Round, they will 
face an even greater dilemma; their export markets will 
shrink. Thus, the successful conclusion of the Uruguay 
Round will put even greater pressure on the non-GATT 
signatories, forcing them to take part in the GATT 
negotiations immediately and take the initiative to bring 
their economic and trade systems in line with the “Final 
Act of the Uruguay Round” and push their economic 
reform forward and open up more to the outside world. 


3. Impact on World Economic and Trade Development 


The abovementioned changes casued by the successful 
conclusion of the Uruguay Round will have the following 
effects on world economic and trade development: 


One, for the first time in history, there will be a world 
trade organization and a set of rules that cover all 
nations and regions worldwide, creating a “World Eco- 
nomic United Nations.” It will help stabilize the world 
economy, promote its development, lay the foundation 
for a new international economic and trade order, and 
improve the post-war international economic and trade 
order. For decades, GATT’s legal framework has played 
a role in coordinating international economic and trade 
relations, and the post-war international economic and 
trade order has improved as a result. The multilateral, 
stable, and unconditional most-favored-nation treat- 
ment under GATT has been widely accepted as the basic 
legal principle for contemporary international trade sys- 
tems. To adjust to the development and changes in 
international trade relations, GATT has constantly 
amended and supplemented its articles; it has played its 
rightful role in preserving international economic and 
trade order. The Final Act negotiated in the Uruguay 
Round is a continuation of the accomplishments of 
previous GATT negotiations on the one hand, and on 
the other hand it takes its basic principle to new territo- 
ries by creating the more comprehensive and more 
authoritative World Trade Organization as a way to 
adjust to the international trade development in its new 
and broader sense. 


Two, constrained by the World Trade Organization's 
multilateral and broad international trade rules and 
regulations, the exclusivity of various regional economic 
and trade blocs will be curtailed. Stemming from the 
needs of regional economic and trade development and 
competition, regional economic blocs will develop at a 
higher level, and there may even be some new economic 
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and trade blocs. They facilitate the development of 
regional social productive forces and promote free trade 
within the region. To some extent, regional economic 
and trade blocs are the manifestation of regional eco- 
nomic integration, and the World Trade Organization is 
what world economic integration needs and is in turn a 
product of such integration. They are two sides of the 
same coin, and they can promote each other. 


Three, as world free trade develops at several levels, 
global economic competition will become even more 
intense. The pressure to compete will force the nations to 
accelerate the optimization and reform of their indus- 
trial structures and increase their research and develop- 
ment capability. Service trade and high-tech will be the 
hot points of competition. 


Four, transnational companies will continue to grow in 
size, and transnational circulation of funds will accel- 
erate. When the “Final Act of the Uruguay Round” 
takes effect, it will further liberalize investments and 
intellectual property nights and so on, which will open 
up more room for the transnational companies’ busi- 
ness activities. According to statistics compiled by the 
United Nations’ Transnational Company Center, cur- 
rently, there are 37,000 transnational companies 
engaging in investment, production, management and 
other activities in more than 160 countries and 
regions. They have infiltrated all regions and all sectors 
worldwide and have become important media pro- 
moting world economic infiltration and inter- 
dependence and free trade. With the establishment of 
the World Trade Organization, transnational compa- 
nies will become even more active. 


Five, globalization and the market economy will become 
even more powerful trends. Since the 1980's, as the 
concept of competition changed, and in the wake of the 
propagation media, transportation, and financial revo- 
lutions, and following the trend of development of 
market mechanisms and market economy, globalization 
and market economy have become the two main trends 
in the world economy. With the establishment of the 
World Trade Organization and in the wake of the 
readjustment of international trade relations and the 
development of new relations, these two trends can only 
become stronger, not weaker. 


Six, with more free trade, the world market will become 
even more integrated, which will also provide more 
room to bring the international law of value into play. 
The law of value will accelerate the process whereby the 
superior will eliminate the inferior. On the one hand, it 
will facilitate the proper allocation of world resources 
and other factors of production, accelerate the techno- 
logical revolution, increase labor productivity, and pro- 
mote the development of world productive forces. At the 
same time, it will exacerbate the uneven development, 
creating new conflicts and contradictions in world eco- 
nomic relations and trade. 
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Ill. The Successful Uruguay Round of Hepiatiae’s 
Impact on China’s “Re-Entry Into GA and Some 
Countermeasures 


The signing of the “Final Act of the Uruguay Act” and its 
taking effect will promote world economic and trade 
development, and no doubt it will also mean huge 
opportunities for China’s economic and trade develop- 
ment, and in turn it will facilitate the development of 
China’s socialist market economy. But to turn that into a 
reality, China must adopt the following measures: 


1. The first and foremost issue is to strive to become a 
founding nation of the World Trade Organization 


There are two types of World Trade Organization mem- 
bers: The first are founding members, and the second are 
members who join subsequently. To be a founding 
nation of the World Trade Organization, three condi- 
tions must be met: One, a nation must be a GATT 
signatory by the time the World Trade Organization 
agreement and multilateral trade agreement take effect; 
two, the nation must join the World Trade Organization 
agreement and sign the multilateral trade agreement; 
three, it must make tariff and non-tariff concessions and 
service trade concessions at the Uruguay Round and put 
these concessions on the Uruguay Round concession 
schedule and GATS concession schedule. Subsequent 
members refer to nations or regions with autonomous 
rights to set their own tariffs that become members upon 
negotiating their own terms with the World Trade Orga- 
nization. According to a World Trade Organization 
decision, new members will be accepted only if ratified 
by a two-third majority vote of the World Trade 
Organization member nations’ council of ministers. 


If China is to become a World Trade Organization 
founding nation, its first and foremost task is to accel- 
erate the process of its “re-entry into GATT” and strive 
to become a formal GATT signatory state before the 
“Final Act of the Uruguay Round” takes effect. At the 
same time, China should try to sign the “Final Act” in 
April. This is because China took part in all the Uruguay 
Round negotiations: On the textile goods and garment 
issue, we were a principal negotiating party; on the 
service trade issue, we, like other GATT signatories, 
helped draft the GATS and was one of the originators, 
and we also negotiated service trade concessions with the 
other parties. With respect to investment and intellectual 
property rights, China not only took an active part in the 
negotiations but paid special attention to coordinating 
this issue with our own legislative process at home. 
China has already delivered the concession schedules for 
agricultural and nonagricultural products in accordance 
with the terms of the negotiation, and although we have 
not yet satisfied the 33 percent concession on nonagri- 
cultural products, we will be remedied in our negotia- 
tions to “re-entry into GATT” to satisfy the basic 
conditions for signing the agreement. China has 
indicated that it has accepted the “Special Safeguard 
Clause” in principle. 
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2. Promptly Make Preparations To Take Advantage of 
the Rights And Fulfill the Obligations 


Judging by the negotiations, it is likely that China will 
“re-enter GATT” in 1994 and become a founding nation 
of the World Trade Organization. Therefore, while we 
negotiates our “re-entry into GATT,” we should prepare 
for a rainy day and be ready to take advantage of our rights 
and privileges as well as fulfill our obligations when it 
becomes a World Trade Organization founding nation. 


One, the Chinese government must truly implement the 
“CPC Decision on Issues Pertaining To the Construction 
of a Socialist Market Economic System” ratified by the 
Third Plenary Session of the 14th Party Central Com- 
mittee. Thereupon, it should help all parties to reach a 
common understanding with regard to our “‘re-entry into 
GATT” and our joining the World Trade Organization. 
China’s socialist market economic system is not only 
consistent with the overall goal of its “re-entry into 
GATT” and its joining the World Trade Organization— 
the two are inseparable, but the development of the 
socialist market economy has increased the sense of 
necessity and urgency of its “re-entry into GATT” and 
World Trade Organization membership. They will work 
as an accelerating agent and play a positive role toward 
the great objective of developing a socialist market eco- 
nomic system; otherwise, there will be negative and 
adverse effects, and all our previous efforts negotiating our 
“re-entry into GATT” will be futile. 


Two, we must diligently study the content of the ‘Final 
Act of the Uruguay Round,” clarify the rights and obliga- 
tions of the World Trade Organization members, inte- 
grate China’s actual conditions, and do a good prepara- 
tory and propaganda job. First, we should promptly 
formulate foreign trade laws and strive to ratify them 
before we become a World Trade Organization member. 
Our foreign trade laws should stipulate the legal entities 
and delimit their rights, clarify any coincidence and 
exception between our foreign trade laws and the “Final 
Act of the Uruguay Round,” so as to fully take advantage 
of the “grandfather clause” to safeguard China’s foreign 
trade rights. Second, we should look for and discover 
economic and trade opportunities in the “Final Act”— 
that is, opportunities China can take advantage of. 
Furthermore, in publicizing and spreading propaganda 
about our “re-entry into GATT” and joining the World 
Trade Organization, China should “take things as they 
stand,” but it should also take into consideration foreign 
and domestic conditions for developing a socialist 
market economy and explain and publicize them from 
the point of seizing opportunities and turning passive 
acceptance into active participation. 


Three, we should emphasize and increase our comprehen- 
sive competitive ess so that we can take full advantage of 
the authority prov 4d by our “‘re-entry into GATT” and by 
the World Trade » ization. Currently, the main factors 
undermining our cvu..iprehensive competitiveness are our 
lack of real economic strength; our backward industrial 
structure—our tertiary industry (that is, the service 
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industry) has been slow to develop (in 1992, China’s 
export of goods ranked | Ith and import of goods ranked 
13th in the world; meanwhile our export of services ranked 
22nd and ranked 24th in service importing); insufficient 
internationalization (participation in world trade and 
investment); our underdeveloped markets and financial 
system; our weak public infrastructure and basic industry; 
enterprises’ inability to be innovative, make profit, and 
adapt to changes; our long process, and small percentage, 
of commercializing the results of science and technology; 
our lack of trained and qualified personnel. 


Four, we should standardize our business behavior in 
accordance with the ‘Final Act of the Uruguay Round” 
and other internationally-accepted rules and regulations 
and systems and accelerate the modernization of our 
means of trade. (1) We should abandon the outdated 
modes of competition such as price-cutting, competing 
in terms of quantity, giving preferential terms, and 
reneging on contracts at will; instead, we should develop 
a modern comprehensive competitive mode that empha- 
sizes price and non-price competition, contractual obli- 
gations, and credibility. (2) We should put an absolute 
end to dumping and the export of counterfeit goods and 
firmly establish the concept of “using quality to vitalize 
trade.” (3) We should use bar-code for the ISO-9000s 
manufactured goods issued by the ISD. (4) We should 
vigorously promote the “Electronic Data Interchange” 
(EDI) trade system. 


Five, we should properly handle and resolve various 
problems in our bilateral trade with the major trading 
nations. 


Six, we should diligently restructure our economic and 
trade education system and improve the quality of people 
in business and trade. The “Final Act of the Uruguay 
Round” should be an important part of our foreign 
economic and trade education. 


Beijing University Journal Runs Article by ROK 
Scholar 


94CE0511A Beijing JINGJI KEXUE [ECONOMIC 
SCIENCE] in Chinese No 1, 20 Feb 94 pp 54-59, 80 


[Article by Jin Minghao (6855 2494 4110) of the 
University of Korea, ROK: “Sino-Korean Investment 
and Trade”’] 


[Excerpts] [passage omitted] Il. As of the end of June 
1992 ROK (Republic of Korea) enterprises had invested in 
282 projects in China; total investment amounted to 
US$250 million; of these, 111 projects were from the first 
half of 1992 and represented investments of $8.92 million. 
Divided according to the scale of the project, there were 
259 items with a scale of investment under $2.5 million, 
and represented 91.8 percent of the total number of 
projects. However, if the completion of the Korea-China 
Investment Guarantees Agreement in June 1992 was the 
turning point, then the scale of investment in China by our 
nation’s enterprises will gradually trend to a larger scale. 
Viewing investment in China from a regional angle, the 
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highest number, 90 items of the 282 projects,went into the 
province of Shandong, directly across the sea from our 
country; next, with 61 items, were the northeast province 
of Liaoning, and then Heilongjiang with 24, Tianjin city 
which has established a industrial complex dedicated to 
Korean trade and Beijing , both with 23 items, Jilin 
province with its large indigenous Korean population with 
21 items, and Guangdong with 15. The area around the 
Gulf of Bohai and the northeast provinces were the main 
areas of investment. Analyzing the numbers according to 
types of industry, there were 72 textile projects, 32 met- 
allurgical, 32 for shoes and leath«r goods, 17 involved food 
and potables, and 113 involved machinery, parts and 
installation. The 257 manufacturing projects represented 
the majority with 91.1 percent of the total, and non- 
manufacturing items numbered 25 or 8.9 percent. 


A. Characteristics of Korean investment in China 


1. A concentrated area of investment. The investment in 
the areas bordering the Bohai such as Shandong 
province, Tianjin City and Hebei Province, as of the 
end of 1991 stood at 79 items or 43.6 percent of all 
projects in China, a total of $127.4 million or 48.3 
percent of the total amount; in addition to this, there 
were 74 items, 40.9 percent, for Liaoning, Jilin and 
Heilongjiang provinces, representing 34.4 percent of 
total investment; the investments in these two areas 
represented 84.5 percent of the number and 82.7 
percent of the amount. The city most favored for 
investment by Korean enterprises was Qingdao on 
the Shandong peninsula, taking 25 projects, and the 
next in succession were Beijing, Harbin, Shenyang, 
and Tianjin. Investment in Jilin province was con- 
centrated in the Yanbian Korean Autonomous Pre- 
fecture. The primary reasons for the concentration of 
Korean investment in these areas were: First, the 
Chinese government, in consideration of the geo- 
graphical location of Korea, gave the Shandong Prov- 
ince special permissions for trade with Korea. The 
Shandong provincial government is also very activist: 
after non-political contacts between the two countries 
were allowed in 1988, the provincial government 
convened several internal investment business con- 
ventions; in 1992 the route between Renchuan and 
Weihai was opened, cutting short the distance 
between Korea and Shandong. Secondly, another 
factor that sparked the Korean enterprises’ invest- 
ment in China was that by 1989 the opening up of 
southern China, centering on the Special Economic 
Zones, had already been completed and costs associ- 
ated there were very high and besides, Taiwan and 
Japan had already taken the lead there. On the other 
hand, the development zones on the Shandong and 
Liaoning peninsulas only started to open up in 1988, 
and the fees there were relatively inexpensive. 
Thirdly, compared with other regions, by employing 
people of Korean extraction, the three northeastern 
provinces solved one of the main obstacles to foreign 
investment: psychological compatibility; and in addi- 
tion there was the identification with similar cultures. 
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In the enterprises in these areas, the ratio of people of 
Korean extraction employed exceeds 10 percent. 
Fourthly, the majority of enterprises invested in 
around the Bohai Gulf took advantage of inexpensive 
labor to process Korean raw materials, which were 
re-imported after processing or assembly or were 
exported to third countries, and thus they were 
looking to choose geographically close locations. 


. A tendency towards labor-intensive industries. In 


1991 there were 160 items, totaling $148.24 million 
or 90.5 percent, involving investment in manufac- 
turing, figures almost twice as large as the average for 
all other overseas investments. Such investments in 
China were for the most part efficiency based invest- 
ments taking advantage of the inexpensive labor 
force, however, this was not unrelated to the fact that 
the real estate industry and large scale raw materials 
exploitation projects had reached the saturation point 
thanks to other nations which had gotten into the 
markets first and that the Chinese government was 
limiting investment in the service industries. If we 
exclude industries requiring concentrated capital or 
technology such as musical instruments and auto 
parts, the majority were purely labor-intensive indus- 
tries. And from this it can be seen that industries 
which were losing their competitive edge domesti- 
cally were turning towards China. 


. Single investor enterprises preferred. If the Korean 


enterprises which invested in China prior to the end of 
1991 are divided according to type, joint ventures 
(including cooperative enterprises) represent 59.7 per- 
cent (14.4 percent having equity of less than 50 percent, 
19.3 percent having 50 percent, and 26 percent having 
equity of over 50 percent and less than 100 percent) , 
and single investor enterprises numbered 73 or 40.3 
percent. The labor-intensive electric equipment and 
electronic component assembly industries and the foot- 
wear, leather goods and clothing manufacturing indus- 
tries have both finished product and raw material 
markets overseas and are operationally characterized 
by utilizing China’s inexpensive labor purely for the 
assembly and sewing processes, and so prefer the single 
investor type of venture. On the other hand, industries 
which gather local raw materials for food processing or 
chemical production, and a small portion of industries 
which target the China domestic markets, depend upon 
the Chinese side for their sales market information, and 
therefore prefer the joint venture format. Because of the 
character of invested enterprises, the average Korean 
enterprise investment was $905,000, slightly lower than 
the $922,000 average for direct investments brought 
into China, especially since there were | 39 investments 
(76.8 percent of the total) of less than $1,000,000 (with 
the average investment being $398,000). However, con- 
siderable investment is in the offing for chemical fiber, 
cement, container transport, petrochemicals and other 
large scale investments projects. With the conclusion of 
the bilateral investment guarantees agreement in May 
of 1992, investment in large equipment t should 
increase in the future. 
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B. Problems encountered in investment in China. There 
are several problems which plague Korean enterprise 
investment in China: 


First, because of the complicated investment application 
procedures, progress on a project is extremely slow. Invest- 
ment projects originating in Korea on a scale exceeding $2 
million and targeted for the northern tier of countries are 
required to submit a proposal to and undergo a review by 
the concerned governmental department before com- 
mencement of the project, and to obtain the permission of 
the Bank of Korea before proceeding. This will generally 
require about six to seven months and a Korean enterprise 
will require about one to one and a half years from 
beginning of negotiations to start of operations. Taiwan 
enterprises only require 3-4 months. Because of the com- 
plicated domestic application procedure, the probability of 
our enterprises missing their chances is high. Secondly, 
China’s commercial practice and circulation structure are 
lacking understanding of specialized systems and laws and 
regulations; because many investment agreements are 
signed when there has been no thoroughgoing investigation 
of the reliability or feasibility of the project, so progress on 
the project is not smooth and withdrawn investments are 
on the increase. Thirdly, as stated above, the majority of 
investment is in the electronic components and textile and 
clothing manufacture, the labor-intensive industries and in 
addition are concentrated in Qingdao in Shandong, Shen- 
yang in Liaoning etc. In order to insure the labor pool, it is 
quite possible that the Korean enterprises will again 
encounter excessive competition. According to one of the 
latest reports on the level of wages in Korean enterprises in 
Qingdao, the difference in wage levels between enterprises 
in the same locality was tremendous, and the wages paid by 
the lately established enterprises was always higher than 
that paid by the early investors. Fourthly, the ratio of 
Korean equity is excessively high. Japanese enterprises 
have a ratio of 4.8 percent for sole investor enterprises: 43 
percent of Japanese investment projects are of the less then 
50 percent equity variety. Although this is connected to the 
fact that the majority of Japanese investment is in the 
non-manufacturing sector, because the board of directors 
of the enterprise is selected in accordance with the ratio of 
equity invested, and the board commonly merely rubber 
stamps important proposals, the ratio of equity does not 
have too great an effect upon enterprise operations, and 
even if it was the Korean side which put up the majority of 
the equity, if the Chinese side does not cooperate on 
implementing the proposal that was passed, it is still very 
difficult to run the operation smoothly and efficiently. 
Finally, If we compare the changes in Korean investment 
in China and in all our foreign investment with the 
structure of direct investments which China has absorbed, 
we can see the following similarities and differences. First, 
the targets of investment and the adjusted targets of the 
industrial structure of Korean enterprise investment in 
China are in general similar to those of our overall foreign 
investments. Investment in China very clearly reveals that 
the enterprises investment motives are measures to 
combat rising domestic wages and loss of export compet- 
itiveness and to make use of local inexpensive labor and to 
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guarantee production efficiency and an in-an-out export 
base. From 1991 into 1992 investment in China was on an 
upward surge. The trend in the increased investment in 
China was that with the signing of the investment guar- 
antee agreement (2 May) as the turning point, there was an 
increase in momentum. Hereafter, investment in China 
will have the following characteristics: First, the purely 
labor-intensive industries which heretofore have been con- 
centrated in the SEATO nations, will gravitate to China. 
Not only are wages rising at an accelerated rate in south- 
east Asia and domestic competition is excessive, but these 
also cannot be separated from the tendency for Korean 
enterprises to take into account labor conditions and 
geographical proximity and so target Chinese locales for 
investment. Secondly, small-scale investments centered on 
medium and small size enterprises will continue to 
increase. This is the most vigorous sector in the current 
period of Korean domestic industrial structural adjust- 
ment; most of them are labor-intensive industries, and 
besides, most are heavily into exports. The promising areas 
of investment in China will be textiles, shoes and compo- 
nents, electronic equipment assembly, leather and the 
manufacture of leather products, sewn toys, toys, enter- 
tainment products manufacture, processing of interior 
decoration and aquatic products, food processing and 
other such raw material processing sectors. At the same 
time, polluting industries such as leather processing, 
noting China’s inclination to limit investments in this 
area, see more investment possibilities in the villages than 
in cities, in the interior than in the coastal area. Also, 
because of the recent conclusion of the investment guar- 
antee agreement, we can expect that the cement, chemical 
fiber, container transport, petrochemical and such large 
scale investments which involve the renovation of Chinese 
equipment will also gradually increase. Thirdly, as far as 
the location of investment, the investments, concentrated 
around the Bohai Gulf and the area of the three north- 
eastern provinces and being related to the bilateral or 
multilateral activities and discussions surrounding the 
promotion of the development of the Tianjin Korean 
enterprise dedicated industry group, the establishment of a 
north east Asia economic zone, and the development of the 
Tumen River area, will continue. However, from the long 
term view, Korean industrial circles should give ample 
attention to the Shanghai Pudong District and the 
Shanghai Economic Zone as well as the south China 
economic area centered around the Special Economic 
Zones which the Chinese government is consciously pro- 
moting. As to the forms of enterprises, there will be growth 
in the single investor type enterprise. The greater majority 
of Korean investors in China, lacking experience in over- 
seas investment or investment in China, and with the 
limitations China imposes on its domestic markets (com- 
monly requiring that over 70 percent be exported), China’s 
low-cost labor and Korea’s production, operational and 
management techniques, the combining of markets, 
relying upon this or that Korean enterprise and a local legal 
representative to make use of the processing of imported 
materials for export, the single investor enterprise has 
operational and managerial convenience. The advantages 
each side has becomes the superiority of advantage and 








JPRS-CAR-94-039 
7 July 1994 


mutual aid to both sides and so promotes investment. C. 
Several future trends in investment. First, with the 
strengthening of local sales, China’s domestic market will 
grow. In order to achieve this, at the present stage advan- 
tage should be taken of local well known department 
stores, duty-free shops and similar channels of distribution 
to sell Korean made durable consumer goods and then it 
will be necessary to establish single investor enterprises to 
develop sales channels. The latter is, comparatively, a long 
term strategy and is, along with the trends with Hong Kong 
and Japanese enterprises, a tactic to effectively utilize 
China’s domestic needs markets. Our enterprises should 
also follow the trend towards service industries, and 
toward this end, at the earliest possible moment change 
our government’s attitude toward investment in the ser- 
vice industries overseas. Secondly, when making large- 
scale equipment investments, the compatibility and com- 
petitiveness of the two nations’ industrial structure should 
be investigated and as far as possible promote mutual aid 
and diminish the competitive aspects. Full attention to this 
must be paid especially when transferring high technology. 
Thirdly, when exporting to China, more important than 
the trade is the foreign investor and the Chinese person of 
power, for if one only considers the interests of one side 
and establishes a joint venture, one is doomed to failure: 
this is common knowledge. If one seeks only the economic 
interests of one’s own country, the result will be turning 
one’s back on the principle of mutual interest. It is best to 
have a positive attitude and seek the situation where both 
sides benefit. [passage omitted. ] 


B. Characteristics of the two countries’ trade. After the 
collapse of Russia and the Eastern Bloc, China underwent 
administrative reform and exports become the most posi- 
tive factor in China’s economic growth. Especially in 1990 
when China’s economy was turning to marketization and 
there was a tremendous increase in their international 
balance of payments, they energetically carried out sys- 
temic adjustments and reforms in order to stimulate 
exports. In 1991 when its total exports exceeded those of 
the ROK, taking advantage of low wages and foreign 
investment, China’s exports’ share of the U.S. market 
surpassed the ROK’s share. China’s economy is turning 
more and more towards being export-led, and in the world 
markets the labor-intensive products which Korea has 
traditionally exported are more and more being replaced 
by Chinese products. In 1988 our trade with China 
incurred a deficit of $300 million, and from 1989 to 1992 
our trade with that country continued to be in the red. 
Especially in 1991 when bilateral trade amounted to $5.8 
billion, our deficit with China hit a record high of $1 
billion. As of the first half of 1992, our exports to China 
had increased 81.4 percent above the same period of 1991, 
thus reducing the deficit, and bilateral trade showed a 
trend toward balance. A comparison of the Korea-China 
import-export commodity structure. We primarily export 
textile fiber, machinery, electrical and electronic products 
to China. Future exports to China, other than the normal 
range of manufacturing products, it is the chemical, 
machinery and ship building and complete sets of equip- 
ment related to the packaging industries which show 
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promise of the fastest increases. Also, in keeping with the 
expansion of branching of conglomerate commercial enter- 
prises in order to increase their selling capabilities in 
China, the ratio of direct trade will increase dramatically 
over the present-day 50 percent level. Because of the 
decrease in the fees paid to Hong Kong middle-men, the 
competitiveness in exports to China will be strengthened. 
Because the traditional distrust of China has been elimi- 
nated and because of the Chinese sides’ industrious efforts 
to open Korean markets, imports have maintained a 
steady growth. However, in light of the types of products 
which could be marketed out of China, their growth has 
not matched the growth rate of Korea’s exports. In addi- 
tion, forecasting Korea-China trade in the medium and 
long term, one can predict the trend that in the 2 or 3 years 
after 1993, growth in exports will continue to outpace 
growth in imports and under these conditions, by 1995 the 
bilateral trade of the two nations will approach the $25 
billion mark. The trade agreement which was promulgated 
in February 1992 solved some problems in trade with 
China, such as the problem of differences in tariffs. 
Because there is inadequate advertising of Korean com- 
modities, there is still a lot of difficulty in opening up the 
markets. If one analyzes economic cooperation, one can 
say that China and Korea have tremendous potential for 
mutual benefit. In the areas of iron and steel, chemicals, 
electronics, automobiles, and machinery, Korea has the 
advantage over China, but the items which drive the 
Chinese economy such as agricultural side products, non- 
ferrous metals, light industry products and the products of 
intensive labor are things which our nation cannot do 
without. Besides this, China continues to open up huge 
markets to foreigners, and some of China’s sophisticated 
technology is also very attractive to Korean industries. In 
the future Korean-Chinese economic cooperation will 
grow: the latent potential for growth is tremendous. The 
Korea-China Trade Agreement is effective for three years 
from | February 1992, and although it solved some prob- 
lems like the differences in tariffs, there are still a great 
many problems remaining in bilateral trade. First of all, 
comprehensive knowledge of the China market 1s lacking. 
One example of this is, of all exports to China, indirect 
exports still account for about 50 percent. In the past, 
because there was no trade agreement, in order to avoid 
losses, it was understandable that in the transfer of com- 
modities we would rely upon the overseas Chinese mer- 
chant class to act as middlemen and brokers, however, in 
the future this will have an effect upon the balance of 
payments and profitability. Secondly. the competition we 
meet in exporting to China will intensify in the future. Our 
competitors are the developed nations and the newly 
industrializing regions. In order to improve our China 
trade structure, and at the same time increase textile 
exports, we have to concentrate our efforts on the export of 
chemical products, machinery and electric and electronic 
products. However, our nation’s technological level is 
somewhere between that of the developed nations and the 
newly industrializing regions, and because of the 
increasing speed of obsolescence, we have to seek a multi- 
plicity of product types through the unending exploitation 
of technology. However, as compared with the developed 
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nations, because of the difference in wages and technolog- 
ical strength, the development of new products is not that 
easy. Because of the rise in wage and real estate costs, the 
domesti« investment climate has soured, and keeping up 
price competitiveness by lowering costs has become prob- 
lematical. Especially when compared with the newly indus- 
trializing regions, excluding our own newly developing 
industrial regions, looking at the big picture, what we all 
have in common is “PRC:” China is the way minds and 
hearts are leaning, and this, too, is a problem. Thirdly, we 
have no experience with a China policy. The contact of the 
western developed nations with China for the most part 
went through a people-to-people phase and then after a 
foundation was established, there were governmental 
exchanges. However we were enemies of China and con- 
tact was cut off for 30 years, with actual relations only for 
the past five years, and, truthfully speaking, true inter- 
course with China will require some time yet. However, in 
order to keep up with the ever-changing China situation, 
while augmenting a general understanding of China, we 
should also increase our contacts. Fourthly, contact with 
China, for the most part is carried out by the intermediary 
companies, most of which have had plentiful contact with 
China in both commercial and social functions. Actually, 
the plentiful contacts with China of these intermediary 
companies consists of having a great many mutual contacts 
on the China mainland and being able to quickly get hold 
of information coming out of China, and in their contacts 
with China, their role garners wide approval. However, in 
using these intermediary companies to have contacts, the 
producer cannot become the principal in making the 
contacts, and the intermediary company is in the situation 
of being not responsible for either the quantity or quality 
of the products produced but purely the go-between, so in 
concluding a contract one must be cautious. 


C. Trends in improvements in the bilateral trade structure. 
With the China trade running in the red, how can we 
improve Korea-China trade in the future? The major crux 
is increasing our competitiveness. First, there should be 
multiple export regions. That is, Beijing may be taken as 
the center, but we should promote investment in China’s 
economic heartland - Shanghai and the Yangtze River 
basin. Secondly, we should seek a plan for linking trade 
with our direct investments. In this manner, when making 
direct investments, there is the concern of creating a 
domestic void here. However, because of the current rise 
in the costs of labor and land, as far as the unfavorable 
investment climate in our country is concerned, we should 
be setting our sights on investments overseas, by means of 
which we can create trade. Investment in China should 
consider three aspects: (1) When China opens a domestic 
market, it is the foreign invested enterprises which are first 
allowed to carry on their sales activities within China 
itself, this was especially true of the investments along the 
banks of the Yangtze, the economic heartland of China. 
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When investing in Shanghai and the Yangtze basin, one 
will run into competition from the U.S., Japan and Ger- 
many, so the first investors would hopefully be the large 
industries which have real competitive power. (2) Con- 
cerning adverse imports. Among the imported products, 
for agricultural and aquatic procucts and mined products 
we have a necessity to make the investments in situ, and 
then develop import methods. The large industries espe- 
cially should actively invest in oil fields, cement plants and 
coal mines and so forth. (3) In shifting export bases, 
whether it be to China or Southeast Asia, we should head 
for whichever place is most suitable and this requires 
thorough study and comparison. When investing in China, 
the large industries act as suppliers of raw material, the 
medium and small enterprises are the final manufacturers: 
such division of labor is possible. (4) Strengthening ties 
with China takes patience. It is necessary to invest for the 
long term, but at the same time we must recognize that 
China also is Korea’s competitor, otherwise, knowing the 
situation only from the investment or the turnover angles 
has its limitations. At the least, the civilian sector should 
establish organizations (like the Korea-China Economic 
Council) which can perform a genuine utility in strength- 
ening Korean-Chinese relations. Through these means we 
can open a window on China in China, strengthen orderly 
consultations, and place the interests of the nation above 
the interests of the enterprises. The U.S.-China Commerce 
Committee in America, the Japan-China Economic 
Council in Japan and the Far Eastern Committee in 
Germany all truly perform this function. 


Newsmen Interview SRV Official on Trade 


Part One 


94CE0525A Beijing ZHONGGUO MAOCU BAO 
in Chinese 2 May 94 pp 1, 2 


[Article by staff reporters Wang Yanping (3769 1693 
1627) and Xiong Xunlin (3579 6064 2651): “Sino- 
Vietnamese Economic and Trade Relations: A Domain 
Awaiting Development—Interview With Yuan Wen 
Shou (7086 2429 1108), Vietnamese Commercial 
Counselor in China’’] 


[Text] The Vietnamese Embassy in China—once noisy 
and now silent—is situated in Beijing’s Guanghua Road 
embassy district. Its courtyard is clean, tidy, and quiet. 
The scene in this embassy is different than that of the 
office buildings leased by some Western embassies in 
China: the embassy is natural and graceful; its courtyard 
is spacious and its villa roomy. On what day will it—for 
too long solitary and still—return to its former splendor? 
With this question in mind, we paid a visit to Yuan Wen 
Shou, commercial counselor in China. Sipping flavorful 
black tea while sitting in ornately carved redwood 
armchairs, all of us spoke with fervor and assurance. 
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The first topic of conversation, naturaly, was 
Sino-Vietnamese economic and trade relations: 


Vietnam's Foreign Trade 


Reforms and policies in the foreign trade domain may be 
summarized in the following points: 


(1) Pluralistic Market Policy 


Upholding the principle of equality, mutual benefit, 
and noninterference in each other’s internal affairs, 
Vietnam has established and developed trade rela- 
tions with many countries and regions. While consol- 
idating existing traditional markets, it is, as much as 
possible, getting involved in and opening up new 
markets, and conducting a pluralistic market policy. 
Vietnam now has trade relations with more than 130 
countries and regions. 


(2) Diversified Import-Export Commodities 


With regard to the policy encouraging the diversifica- 
tion of export commodities, Vietnam is gradually 
improving its export commodity mix and increasing its 
import-export returns. It is gradually changing from 
the current export commodity mix in which primary 
products are the main products to an export com- 
modity mix in which processed products and products 
of fairly high export value are the main products. 


(3) Gradual Implementation of Liberalized Import- 
Export Trade 


Only by having products with a decisive effect on 
ensuring a basically balanced proportion in the national 
economy, and products agreed upon among govern- 
ments, can the state set import-export plan quotas. For 
other products the administrative units will, based on 
the market’s supply-demand relationship and the 
requirement for protecting domestic production, for- 
mulate their own import-export plans and submit them 
to the Ministry of Commerce for approval. 


(4) Reform of Foreign Trade Enterprises 


—Transfer import-export rights to each department 
and locality; 


—If there are sufficient conditions for it, each depart- 
ment and each enterprise in the provinces, cities. 
and prefectures, and in economic units, can obtain 
direct import-export business rights; 


—Foreign trade companies and enterprises, in the 
financial aspect, have the right to act on their own 
initiative and are responsible for their own busi- 
ness returns; and they are switching from the 
system of payment partially in kind and partially 
in cash to the system of business accounting; 


—Separate administrative management and business 
management, so that the foreign tade companies and 
enterprises are able, with more right of independent 
operation, to respond flexibly to market changes. 


(5) Methods of Foreign Trade Management 


—Vietnam’s main instrument for adjusting import 
and export is the tariff 


Import-export tariffs are set on the basis of the 
import-export policy: commodities for which 
export is encouraged are exempt from tariffs; 
import commodities closely related to economic 
construction and the people’s life, except in some 
special circumstances, are basically exempt from 
import tariffs or have the tariffs set at the lowest 
import tariff rate. With regard to commodities 
needed by consumers whose domestic income is 
fairly high and some commodities that the state 
restricts import of to the greatest extent, we should 
impose the highest tariff rate or prohibit their 
import for a certain period of time. 


—Commodities the import and export of which are 
prohibited or temporarily prohibited 


Every year the Ministry of Commerce makes 
public a list of commodities the import and export 
of which are prohibited or temporarily prohibited. 


The current list of prohibited import and export 
commodities is as follows: 


Import: arms and ammunition, opium, narcotics, 
injested chemical toxins, reactionary writings, cig- 
arettes and cigars 


Export: arms and ammunition, antiquities, cul- 
tural relics unique to the country, valuable woods 
and animals 


—Import and Export Quota Allocation System 


Vietnam is reducing, as much as possible, the 
import and state commodity list under state con- 
trol through the quota allocation system, is simpli- 
fying procedures, is creating better conditions for 
foreign trade enterprises, and is increasing export. 


At present, the export commodities on which con- 
trol by the quota allocation system is effected 
consist only of the following: husked rice, clothing 
(exported to the European Common Market and 
Canada), and cassava (exported to the European 
Common Market). 


With regard to imports, there are five commodi- 
ties, but only measures for cigarette raw materials 
and cigarette auxiliary materials can be taken. 


With regard to some important products, to ensure 
the quantity and quality of import-export com- 
modities the state has assigned several companies 
to do business in them; if other companies want to 
do business in these commodities, they must be 
commissioned by these assigned companies. 
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The Vietnamese government now assigns 17 com- 
panies to take exclusive charge of the export of 
husked rice and 35 companies and enterprises to 
take exclusive charge of exporting clothing to the 
European Common Market and Canada; at the 
same time five companies take exclusive charge of 
importing petroleum products. 


—Customs Procedures 


All commodities that are imported or exported, 
and all commodities that pass through the territory 
of Vietnam, must go through customs procedures 
and be inspected by port customs. The inspection 
of commodity quality is the responsibility of the 
two parties to the transaction in line with their 
signed contract. 


Over the past several years Vietnam has made 
progress in foreign trade. 


—Great expansion of foreign import-export market; 


—Rate of increase in total exports is quite rapid: 
increasing by three times in 1992 compared to that 
of 1986, and reaching $2.46 billion; 


—Import and export are gradually getting into bal- 
ance: in 1986 export could only make good 58.8 
percent of import, but in 1992 export value 
exceeded import value by $76 million; 


—The export commodity mix is being improved, 
there are new export products, and husked rice, 
crude oil, and processed products are the products 
of many joint venture enterprises; 


—The development of foreign trade and foreign eco- 
nomic cooperation has also already played a very 
important role in the development of the national 
economy, the improvement of the people’s life, and 
the stability of the domestic market. 


In 1992, compared to that of the year before last, 
Vietnam’s national income increased 5.3 percent, its 
industrial output value increased 15 percent, its agricul- 
tural output value increased 4.4 percent, its capital 
construction investment actual use increased 78 percent, 
and its exports increased 19 percent. 
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Border Trade: a Newly Rising Popular Topic of 
Conversation 


The restoration and development of Sino-Vietnamese 
trade relations began with border trade. By 1988 border 
trade had already appeared, and it has become more and 
more brisk. The people taking part in border trade are 
not just border area residents but rather are people from 
all parts of the country, and there are very many types of 
commodities exchanged. 


Vietnamese side’s exports: crabs, frogs, prawns, soft- 
shelled turtles, and fruits (mangoes, durian, and cas- 
sava); large-quantity exports: rubber, coal, cloth, timber, 
and husked rice. 


Vietnamese side’s imports: bicycles, thermos flasks, bat- 
teries, flashlights, footwear, cloth, clothing, fruits 
(oranges and apples), medicinal materials, agricultural 
chemicals, chemical fertilizers, building materials, 
electric fans, diesel engines, printing machines, and 
walking tractors. 


The economic development of the two parties engaging 
in border trade is of an extremely complementary 
nature, e.g., the Vietnamese side’s means of production, 
agricultural machines and agricultural chemicals 
imported from China play a positive role in agricultural 
development, and machinery spare parts play an impor- 
tant role in the development of large enterprises. Because 
of a quality problem in the ““Wanli-brand spirits” pro- 
duced by Nanning, the factory producing these spirits 
was on the verge of closing down, but because the 
demand for these spirits by the Vietnamese side sud- 
denly increased, after the factory improved the quality 
its economic returns became better and better. 


Border trade plays a very important role in satisfying the 
people’s need for articles of everyday use, and in stimu- 
lating production and development for the development 
and prosperity of the border region. However, in border 
trade there also exist many problems that should be 
overcome: passing off fake commodities as genuine 
commodities and disguising inferior commodities, 
smuggling, and poor security. Furthermore, the scope of 
border trade is limited; therefore, we must switch it to 
official trade. 


Following the deep involvement by the sides in cooper- 
ation, they are now initiating, besides in border trade, 
many forms of cooperation. For example, Guangxi’s 
Donxiang Development Zone and Vietnam’s Mang Jie 
[5345 5894] have jointly built on the two banks of the 
Bei Lun (0554 0178] River a “one city of two countries.” 
The two sides cooperate in the city’s overall planning, 
environmental protection, industrial layout, and trade 
circulation. Before long it will become another 
investment “hot spot” in China’s southern region. 
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Newsmen Interview SRV Official on Trade 


Part Two 


94CE0525B Beijing ZHONGGUO MAOCU BAO 
in Chinese 5 May 94 pp I, 2 


[Article by staff reporters Wang Yanping and Xiong 
Xunlin: “Sino-Vietnamese Economic and Trade Rela- 
tions: A Domain Awaiting Development—Interview 
With Yuan Wen Shou (7086 2429 1108), Vietnamese 
Commercial Counselor in China”’] 


[Text]Trade Between Chinese, Vietnamese Governments 


Since November 1991, when Sino-Vietnamese relations 
were normalized, the two countries have signed 12 
agreements. Of them, those concerning trade and eco- 
nomic cooperation were: trade agreement, economic 
cooperation agreement, agreement on mutual exemption 
of visas, border railroad agreement, navigation agree- 
ment, post and telecommunications agreement, aviation 
agreement, agreement on encouraging and protecting 
investment, agreement on cooperation in economic tech- 
nology, and agreement on scientific and technological 
cooperation. This is in keeping with the aspirations and 
interests of the peoples of the two countries. 


The restoration and development of economic relations 
and trade (meaning official trade) has been fairly slow, and 
has not yet reflected the actual potential of the two 
countries; economic relations have not kept up with the 
restoration and development of political relations. There 
are many reasons for this situation, the noteworthy ones 
being: 


—lIn the past dozen or so years, the two countries did not 
have any contacts, and now a certain amount of time 
is needed for mutual understanding and mutual trust; 
this, like the restoration of economic relations, 
requires a certain process. 


—The conditions for official trade are not yet completely 
in place, e.g., the problems of transportation and 
account settling have not yet been solved well. 


—The capability for competition and the capability for 
market inflitration. 


In displaying superiorities and tapping potential in order 
to promote the swift development of economic and trade 
relations between Vietnam and China, there are many 
superiorities that should be displayed. 


—The geographical conditions are favorable; 


—The peoples of the two countries have traditional 
relations of friendship; 


—The peoples of the two countries have a common 
language, and they are both engaged in reform and 
opening up to the outside world; 
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—The potential for economic and trade relations 
between the two countries is quite large, and their 
complementary nature is quite strong. 


To tap the potential in order to promote the develop- 
ment of trade, in December 1992 the two ministers 
reached an agreement under which the two sides hoped 
to develop official trade in line with the Vietnamese- 
Chinese trade agreement, and each side proposed that 10 
companies set up offices in the other side’s country. The 
companies of the two sides can sign long-term contracts 
for important commodities. The problems that crop up 
during the process of developing trade are to be studied 
by special groups of the two sides, who will make 
suggestions to the ministers of the two sides for their 
solution. The Vietnamese Ministry of Commerce has 
invited the Chinese Ministry of Foreign Economic Rela- 
tions and Trade Cooperation to send a department-level 
delegation to Hanoi to exchange views with a delegation 
of the Vietnamese Ministry of Commerce on implemen- 
tation of the Vietnamese-Chinese trade agreement. 


The two ministers agreed that each one would lead a 
delegation to visit the other side, and, on the basis of 
making joint efforts, that the trade and economic coop- 
eration between Vietnam and China would certainly be 
able to attain a rapid development. 


In December of 1987 Vietnam promulgated the Foreign 
Investment Law. With the help of UN specialists, invest- 
ment in Vietnam has already been widely welcomed by 
the industrial and commercial circles of various coun- 
tries, and it has a strong appeal. To further perfect this 
law, in June 1990 Vietnam’s National Assembly made 
the following adjustments and supplements, the note- 
worthy ones being: 


—A joint venture enterprise currently in existence can, 
with another foreign investor, set up a new enterprise. 


—If there are sufficient conditions for it, the Vietnamese 
individual economy is permitted, on its own, to engage in 
cooperative investment with foreign businessmen. 


—Joint venture enterprises are encouraged to invest in 
the production of commodities that replace imports, 
and it is permitted to sell them within the country. 


—On 23 December 1992, the Vietnamese National 
Assembly supplemented some articles: 


—The time limit for the activities of a foreign- 
investment enterprise is extended to not more than 50 
years; and for individual projects, in line with the 
provisions of the National Assembly Standing Com- 
mittee, the government may decide to extend this time 
limit to not more than 70 years. 


—An export-processing zone is to be set up. Export- 
processing enterprises will be exempt from taxes on 
imports and exports, the state will give a preferential 
tax rate for the profits tax, and the goods transanction 
relationship between the export-processing enterprises 








58 ECONOMIC 


and Vietnam’s domestic enterprises will be an import- 
export trade relationship. From the day that the 
investment law was promulgated up to the present, 
although the time was fairly short, and for us the 
international environment was not too favorable, 
there have been quite sizable results. 


By 25 February 1992 foreign countries had made 556 
investments in Vietnam with a total value of $4.627 
billion. Among then were 407 joint venture investments, 
66 wholly foreign investments, and 59 cooperative 
investments; in addition, there are 70 investments with a 
total value of $1.4 billion now being studied for exami- 
nation and approval. 


By the end of 1992 there were 470 investments, with a 
total value of $4.106 billion, that had already been put 
into operation, and the actual investment was $1.2 
billion. Of the total investments, 92 percent averaged at 
least a little more than $10 million each; two of them 
were worth more than $400 million each. In the invest- 
ments in tourism, 64 percent were for building hotels; 
each investment was $10 million or less, and only three 
were $50 million each. In communications and the 
postal service, there was one investment of $86 million, 
and the other 14 had a total value of only $79 million. 


In the first quarter of 1993, Vietnam examined and 
approved 66 investments with a total value of $569 
million, a 100 percent increase compared to that of the 
same period the year before. Of them, 82 percent were 
investments concentrated in Hanoi and northern 
Vietnam, which is connected to the fact that northern 
Vietnam gets many preferential measures, particularly 
for the purpose of stabilizing the energy supply. 


Over the past five years, companies of 30 countries and 
regions have invested in our country, among them 
Taiwan, Hong Kong, Australia, France, Japan, Britain, 
the Netherlands, the CIS, the Republic of Korea, 
Canada, Singapore, and Indonesia. 


China has 14 investment companies in Vietnam, with a 
total value of more than $9 million. 


—The rate of investment is becoming faster and faster; 
—The scale of investment is becoming larger and larger; 


—The distribution of investment is becoming more and 
more rational. 


However, many problems still exist, the main ones being: 


—The total amount of foreign investment is still very 
small. According to estimates, to get out of the state of 
poverty and backwardness, by the end of the 20th 
century we need a capital investment of $50 billion, 
but in the past five years foreign countnes have 
invested only $4.1 billion in Vietnam, which, compar- 
atively speaking, is too little. 


—Although the number of investments that could not be 
carried out has fallen, it is still quite high. Up to now 
86 investments, with a total value of $520 million 
could not be carried out. There are many reasons for 
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this, the main one being that the foreign investors do 
not have sufficient funds, and the feasibility studies 
they made were not adequately worked out. 


—In addition, we must further improve the investment 
environment, and continue to supplement and 
improve the investment law and the implementation 
of the investment law’s provisions; strengthen the 
infrastructure; and simplify procedures. 


Generally speaking, in the opinion of foreign industrial 
and commercial circles, in Vietnam the environment for 
investment is fairly good, the geographical position is 
good, the coastline is long, the natural resources are 
abundant, the quality of the labor force is fairly good, the 
prices are low, and there is political and social stability. On 
the other hand, they think that many difficulties also exist 
in Vietnam: the infrastructure is weak; funds are wanting; 
and there is insufficient experience in enterprise manage- 
ment, and advertising and publicizing are still poor. Every- 
body maintained that the Vietnamese market is virgin 
territory, there are very many opportunities, and the 
international environment is becoming more and more 
favorable to Vietnam. Vietnam’s investment environment 
is improving day by day, and there certainly could be a 
new upsurge in foreign investment in Vietnam. On the 
basis of equality and mutual benefit, the Vietnamese 
people warmly welcome cooperative investment in 
Vietnam by all countries and regions in the world. 


Counselor Yuan Wen Shou’s way of talking showed him to 
be rigorous, capable, and experienced, like everybody's 
own sketch of a wash painting of the prospects for Sino- 
Vietnamerse economic relations and trade—fresh and 
alluring, as if they were seeds sown in rough ground about 
to bud and leaf. Our doubts were put to rest, and we hoped 
that the economic and trade relations between China and 
Vietnam would be restored to their former splendor. 


When we were leaving the embassy courtyard, the trees 
in the courtyard were putting forth new buds. The 
weather was clear and bright. Spring had come. 


MOFTEC Deputy on Reforming Trade Structure 


94CE0522A Beijing GUOJI MAOYI [INTERTRADE] 
in Chinese No 4, 15 Apr 94 pp 4-6 


[Article by Shi Guangsheng (4258 1639 3932). vice 
minister of foreign trade and economic cooperation: 
“Deepen Foreign Trade Reform and Develop Foreign 
Economic and Trade Relations”’} 


[Text] Foreign trade was one of the earliest sectors under- 
going reform in China. Through 15 years of reform, 
China’s foreign trade system has shown a profound 
change, and the reform of the system has effectively 
promoted the country’s international commerce. In terms 
of the import and export volume, China advanced from 
the 32d place in the world in 1978 to the 11th place in 
1992. During this period, its imports and exports soared to 
a level approximating 40 percent of the GNP. 
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China’s foreign trade system took shape and developed 
after the founding of the People’s Republic on the basis of 
the product economy and the unitary planned economy. 
At that time, our primary trade partners were the former 
Soviet Union and Eastern European socialist countries 
with clearing trade between governments as the principal 
form of transactions. Such a foreign trade system, charac- 
terized by government monopoly in the main, was by and 
large compatible with the primary trade partners and the 
trade pattern of those days; it did play an important role in 
the past. Later, however, because of the increasing volume 
of cash-settlement trade [dui zi mao yi 1417 6327 6319 
2496] and the sharp competition in the international 
market, the system became more and more inadequate for 
foreign trade development and for the growth of the 
national economy as a whole. This was especially so after 
the commencement of the reform and opening-up drive. 


Main problems in the original foreign trade system: 1) 
As foreign trade was monopolized by a few state-owned 
companies, it was impossible to arouse the initiative of 
all sectors to develop this undertaking. 2) The financial 
system for foreign trade required the state to control all 
incomes and expenditures and assume full responsi- 
bility for profits and losses. 3) Because of the unreason- 
able pricing system and especially the irrational foreign 
exchange rate, the state had to bear a heavy burden of 
subsidy for import and export price differentials. More- 
over, different subsidy standards led to unequal compe- 
tition and added to panic buying at jacked-up prices or 
dumping at undercut prices, thus affecting the normal 
order of foreign trade. 4) With trade separated from 
industry (agriculture and technology), it was impossible 
to take advantage of the “large-scale economy and 
trade.”’ Such a system, if not reformed, would hamper 
our foreign trade development and restrict the progress 
of our reform and opening-up drive as well as the 
entire national economy. Reforming the system was, 
therefore, imperative. 


After the Third Plenary Session of the 1 1th CPC Central 
Committee, China reformed some aspects of its foreign 
trade system. Following that and since 1987, the State 
Council has made two major reforms with regard to the 
foreign trade system. One took place during 1988-1990 
when a contract management system was popularized 
among foreign trade enterprises, and a self-responsibility 
system for profits and losses was test-implemented by 
importers and exporters in the fields of light industry, 
arts and crafts, and garment industry. The second major 
reform was made on | January 1991 when the State 
Council readjusted and reformed the exchange rate 
mechanism, unified the foreign exchange retention 
system to create an equal competition environment, and 
abolished the export subsidy for foreign trade enter- 
prises. This reform smashed the years-old practice of 
“eating from the big common pot” and put China’s 
foreign trade enterprises on the track of self- 
responsibility for profits and losses, independent man- 
agement, self-improvement, and self-restraint. It was a 
breakthrough in reforming the foreign trade system. 


ECONOMIC 59 


Nonetheless, the foreign trade system still had some 
aspects incompatible with the requirements of building a 
socialist market economy: Macro-regulation and control 
were exercised mainly by administrative means, thus 
hampering the operation of foreign trade in accordance 
with the objective economic law. Also, because of the 
different polices carried out for different categories of 
foreign trade enterprises, they could not compete with 
each other on an equal basis. Since the liberalization of 
foreign trade, activities in this field had been rather 
chaotic due to the lack of sound coordination and service 
mechanisms. In addition, the reform of the import 
management system was slow, affecting the integration 
and coordinated development of imports and exports. 
All these problems should be corrected by further deep- 
ening the reform of the foreign trade system. 


The “Decision” adopted by the Third Plenary Session of 
the 14th CPC Central Committee has set the direction of 
reforming the foreign trade system, i.e., “unified policy, 
liberalized operation, equal competition, integration of 
industry and trade, and promotion of the agent system.” 
The objective of the reform is to establish a new foreign 
trade management system in line with the accepted 
norms for international economic activities and meeting 
the needs of the socialist market economy. Following are 
the main scheme and measures for the reform: 


I. yo . the Foreign +} M ment 
System, Giving Play to the Vital Role of the Exchange 
Rate in Regulating Foreign Trade 


The State Council decided to unify the double-track 
foreign exchange rate system on | January this year. 
Since then, the renminbi exchange rate has become a 
single, managed floating rate based on market supply 
and demand. 


(1) Why is it necessary to merge the two exchange rates? 


China’s double-track exchange rate system was formed 
on the basis of the old planned economy and underwent 
gradual adjustment and modification with the develop- 
ment of the new situation of reform and opening-up. At 
one time, it did play a positive role in promoting foreign 
trade and widening the scale of opening-up. The 
exchange rate is the most important means for regulating 
and controlling foreign trade, but with a double-track 
exchange rate system, it is hard to give play to the 
exchange rate’s role in this respect. In particular, 
between mid-1992 and the first half of 1993, the ren- 
minbi exchange rate in the swap market fell sharply, 
resulting in a widened gap between the two exchange 
rates. All serious drawbacks of the double-track exchange 
rate system were revealed at that time: First, the official 
exchange rate could not reflect the true value of the 
renminbi. Foreign trade enterprises could not get reason- 
able export cost subsidies, and their efforts to boost 
exports were, therefore, hampered. Second, the percent- 
ages of foreign exchange retention varied for different 
categories of foreign trade enterprises. Also, state-owned 
foreign trade enterprises had the burden to contribute 
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foreign exchange earnings to the state, some with com- 
pensation, some without. This led to and intensified 
unequal competition. Third, the double-track exchange 
rate system was a “man-made” system. It ran against the 
international norms with a serious adverse effect on our 
reentry into GATT and on linking our economy with the 
international economy. Because of this, our country 
decided to make this significant reform of our foreign 
exchange system by merging the two rates. 


(2) Main scheme of the reform: 


Beginning | January this year, China has introduced a 
single and managed floating exchange rate system based 
on market supply and demand. An inter-bank foreign 
exchange market has been formed, and the mechanism 
for the formation of the exchange rate has been 
improved so as to maintain a rational and relatively 
stable rate for the renminbi. All foreign exchange earn- 
ings are to be sold to the designated banks. The previous 
system covering various types of foreign exchange reten- 
tion was abolished. Also abolished were the system 
requiring export enterprises to contribute their foreign 
exchange earnings to the state and the foreign exchange 
quota management system. A system of sales of foreign 
exchange by banks has been introduced, and the ren- 
minbi is made conditionally convertible under the cur- 
rent account. Outward remittance for investment, loan, 
and donation purposes still requires approval. For for- 
eign-funded companies, the current foreign exchange 
regulations still apply for the time being. 


As a transitional measure to ensure the availability of 
foreign exchange needed for exports by foreign trade 
enterprises other than foreign-funded companies, 50 
percent of the foreign exchange sold to the designated 
bank by the export enterprise is put into a special 
account with the bank. When the enterprise is in need of 
foreign exchange, it can approach the bank to get the 
foreign exchange by presenting necessary papers. (3) 
Effects and significance of the reform: 


Judging from years of practical experience in developing 
foreign trade, reforming the exchange rate system under 
the present circumstances is hitting the nail on the head 
and will certainly promote China’s foreign trade. In fact, 
the reform of the foreign exchange system has provided 
a good equal-competition environment for all sorts of 
export-oriented enterprises and helped increase the com- 
petitiveness of Chinese exports. It will really quicken the 
transformation of our foreign trade enterprises’ opera- 
tional mechanism and give more effective play to the 
function of the exchange rate as an economic lever in 
regulating foreign trade. It will also bring China’s foreign 
exchange and foreign trade systems more into line with 
the socialist market economic requirements and the 
international economic standard with a positive effect 
on expediting our reentry into the GATT and linking our 
economy to the international economy. In addition, the 
reform is a significant step toward transforming the 
renminbi into a freely convertible currency. 
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II. Using Legal, Economic Means To Improve 
Macro-Management of Foreign Trade 


1. Our main task this year is to regulate our foreign trade 
by legal and economic means, supplemented with 
administrative measures where necessary. We will 
accelerate our efforts to improve foreign trade legis- 
lation so that we can manage this undertaking 
according to law. A series of laws and regulations will 
be promulgated. They include the “Foreign Trade 
Law,” “Regulations Governing Import and Export 
Commodities,” “‘Anti-Dumping Regulations,” “Anti- 
Subsidy Regulations,” “Regulations on Protective 
Measures,” “Provisions on Penalty for Low-Price 
Exports,” and “‘Provisions on Handling Anti- 
Dumping Lawsuits Involving China’s Export Prod- 
ucts.” All foreign trade management departments and 
enterprises should enhance their awareness of abiding 
by the legal system and do their work in strict 
accordance with law. We will try to establish a fairly 
perfect legal system for foreign trade in about three 
years. 


The state will make guidance plans for the total 
volumes of imports and exports as well as the 
amounts of foreign exchange earned through exports 
and disbursed by imports. With regard to enterprises, 
the state will guide them in setting up the operational 
targets and help them solve the difficult problem of 
taking care of their own profits and losses while 
fulfilling the requirements of creating and earning 
foreign exchange and contributing it to the state. The 
state will also help enterprises operate in line with the 
law of the market economy and raise the efficiency of 
their operations. With regard to a few kinds of 
commodities that are imported or exported in qual- 
ities and are closely related to our national economy 
and the people’s everyday life, the state will control 
their total quantities through a quota system with a 
view to coordinating and balancing their supply and 
demand in the domestic and international markets. 


In addition, the state will adopt export-encouraging 
policies and take measures to accelerate the expan- 
sion of exports. Efforts will be made toward the 
perfection of the tax-refund system on exports. In 
this regard, we will not only ensure that the due 
amount of tax refund is made in time and that the 
procedure is simple and easy, but also make every 
effort to ban deceptive tax-refund claims—we will 
continue to take effective measures to strike hard at 
the illegal acts of getting tax refund through decep- 
tion. Export of machinery and electric appliances will 
continue to be encouraged. Meanwhile, an export 
development fund and a risk fund will be established 
for those few commodities whose prices are subject to 
fairly big fluctuations in the international market. 
The purpose of these funds is to use surplus to make 
up for shortcomings, balance profits and losses, and 
steadily increase the production and export of these 
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commodities. A credit policy conducive to the devel- 
opment of exports will be put into force. In partic- 
ular, the state will guarantee that foreign trade enter- 
prises can get the loan they require in connection 
with exports and that the scale of such loans is 
expanded in line with increase in exports. A new state 
bank, the Export/Import Credit Bank, has officially 
opened early this year. The main business of this 
bank consists of credit loans in support of the export 
of capital goods and insurance against risks in con- 
nection with exports. 


. We will quicken the pace in granting the foreign trade 
right to those state-run production enterprises, com- 
mercial supply enterprises, and science research units 
that are qualified to engage in foreign trade. Our 
foreign trade authorization system is aimed mainly at 
making China’s import and export quantities and the 
numbers of personnel and units doing import and 
export business commensurate with their abilities 
and to maintain a good order in this field of business. 
It is also aimed at developing foreign trade of scale, 
raise the economic returns, and safeguard China’s 
prestige in the international market. We will 
encourage and support import and export enterprises 
to plunge into active export business so that more 
foreign exchange can be earned through increased 
exports. While the state requires enterprises with the 
foreign trade right to make ceaseless efforts to 
increase exports, the enterprises, on the other hand, 
must go all out to do this out of their own initiative. 
The purpose of our granting the foreign trade right to 
qualified enterprises is to enable them to invigorate 
their business by utilizing the two markets and two 
resources at home and abroad and to raise their 
technical and managerial levels through international 
competition. If enterprises with the foreign trade right 
fail to develop exports, they will not only nullify the 
guarantee for our country’s foreign exchange receipts 
and hamper their own progress, but what is more, 
they will defeat our purpose of granting them the 
foreign trade right. 


. We will give full scope to the role of import in 
promoting the national economy and will reform and 
improve the import management system. In import 
management, we will use economic means in the 
main and gradually reduce administrative interven- 
tion. The purpose of import management is to main- 
tain a balance between imports and exports. We will 
adjust the tariff rates according to our industrial 
policy with a view to encouraging or restricting the 
imports of certain commodities. We will protect 
nascent industries in accordance with the GATT 
regulations and will take anti-dumping measures 
against those imports that come to capture our 
market with subsidies from their countries of origin. 
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When a fairly big unfavorable balance of interna- 
tional payments occurs, we will take tentative 
measures to restrict imports according to the interna- 
tional practice. Certain imported commodities will be 
subject to inspection according to law. In this regard, 
we will use advanced inspection equipment, improve 
the inspection methods, and try to facilitate the 
handling. For certain major commodities, we will 
introduce a quota and license system to control their 
imports as necessary. In addition, we will lower our 
general level of import duty, but prohibit any duty 
exemption not required by our policy. 


4. As for the few exceptionally important commodities 


that are closely related to the national economy and 
the people’s everyday life, belong to the strategic 
resource category, and are highly monopolistic in 
nature or hold a dominant position in the interna- 
tional market, their import and export should be 
handled solely by newly formed joint companies or by 
several companies under cooperative arrangements. 
Import and export of other commodities should be 
open to all companies with the foreign trade right. 
With regard to the management of a few controlled 
import and export commodities, their quotas should 
be distributed through public bidding, auction, or 
standard distribution methods based on the principle 
of efficiency, fairness, and openness. The main task of 
the Ministry of Foreign Trade and Economic Coop- 
eration in this respect is to enact relevant laws and 
regulations and supervise their enforcement. Con- 
crete work should be arranged by the import and 
export associations concerned. 


5. We will establish a set of fairly complete procedures 
for the management of Chinese overseas enterprises 
and formulate a proper policy to guide China’s invest- 
ment abroad. Stress will be put on raising returns by 
properly planning the scale of investment, and efforts 
will be made to promote cooperation among enter- 
prises. Chinese overseas companies should operate in 
accordance with the local law, and they should have 
strict financial reporting and auditing systems based 
on the international practice. Foreign trade enter- 
prises at home are strictly prohibited from illegally 
retaining their foreign exchange earnings abroad by 
taking advantage of their connection with overseas 
companies. Chinese embassies, consulates, and com- 
mercial representative offices are requested to 
strengthen their guidance, coordination, and supervi- 
sion with respect to Chinese overseas enterprises in 
their respective localities. 


More efforts will be devoted to planning, information 
service, supervision, monitoring, and forecasting work. 
We will speed up the construction of a computer network 
connecting the foreign trade administrative department 
with the customs, foreign exchange, financial, taxation, 
and other related units so as to lead our foreign trade to 
the path of healthy development. 
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Ill. Accelerating Transformation of Operational 
Mechanism of Foreign Trade Enterprises 


profits and losses, alliance will also be become a 
voluntary demand of the enterprises. 


1. In accordance with the modern enterprise system, we 3. While further expanding the decision-making right 


will reorganize the state-owned foreign trade enter- 
prises so that they will become really independent 
Operating units, responsible for their own profits and 
losses and capable of developing and restraining them- 
selves. We will enable them to strengthen their unity, 
give full play to their initiative as well as the initiative 
of their staff members and workers, incessantly expand 
imports and exports, ensure the preservation and 
growth of the state-owned assets, and increase their own 
strength. We should transform these foreign trade 
enterprises from state plan executors into real import 
and export business firms, engaged mainly in exports to 
earn foreign exchange with attention to economi: effi- 
ciency. These foreign trade enterprises should persist in 
“distinguishing themselves by their high-quality work” 
and keep to the principle of diversification in exploring 
markets. They should also carry out the strategy of 
concentrating on one line of business while also 
engaging in other undertakings, and take the road of 
industrialization, collectivization and internationaliza- 
tion in developing their business. In addition, they 
should actively promote the import and export agent 
system, improve their work style, and do well in 
developing the agent service. 


. Where conditions permit, foreign trade enterprises 
should be gradually transformed into standard lim- 
ited-liability companies or stock companies. They 
should be allowed to absorb investment by legal 
entities and by their own personnel as stockholders. A 
few stock companies may become listed companies, 
but only after strict screening and approval by the 
authorities concerned. We will encourage foreign 
trade enterprises, production enterprises, and scien- 
tific research academies and institutes to form enter- 
prise groups on the basis of equality and mutual 
benefit in such ways as joint investment, purchase of 
each other’s shares, joint development and produc- 
tion, and cooperative operations. The enterprise 
groups can either be trade-industry-agriculture- 
technology collectives headed by foreign trade enter- 
prises or industry-trade conglomerates with produc- 
tion enterprises as the core. No local authorities or 
departments should interfere in the voluntary alliance 
or merger of enterprises. One of the prominent fea- 
tures of the international economic activities in the 
present-day world is the accelerated development of 
economic regional collectivization and the enhance- 
ment of trade protectionism. To meet the acute 
competition in the days to come, enterprises in devel- 
oped countries are quickly merging each other in 
order to gain a competitive edge. If we still cling to the 
old way of separate operations, we will be unable to 
compete with them. Because of this, we must promote 
the alliance of our enterprises and encourage them to 
take the road of collectivization. With the improve- 
ment of their mechanism of self-responsibility for 


and invigorating the operations of foreign trade enter- 
prises, we will set up supervisory committees in 
state-owned big and medium-sized foreign trade 
enterprises to oversee and check how they are 
increasing the value of the state assets and managing 
these assets. The supervisory committees will also see 
that no erroneous policy decision is made by the 
enterprises. But they will not interfere in the enter- 
prises’ normal operational decisions. 


IV. Strengthening Coordination and Service 
Mechanisms for Foreign Trade 


1. We will bring into full play the role of import and 


export associations in coordinating, guiding, and pro- 
viding consultation and service for foreign trade. 
Import and export associations are organizations that 
coordinate the activities and serve the needs of foreign 
trade enterprises as authorized by the government and 
at the request of the enterprises. Their primary func- 
tions are: ensuring the good order of foreign trade and 
the interests of members, dealing with overseas anti- 
dumping lawsuits, providing members with informa- 
tion and consultative service, apprising the govern- 
ment of enterprises’ demands and opinions, offering 
suggestions on policies to be formulated by the gov- 
ernment, supervising and guiding the operations of 
enterprises according to law, handling bids for imports 
and exports under the quota system as authorized by 
the government departments concerned, and 
imposing economic penalty or suggesting other puni- 
tive measures to the government in dealing with those 
enterprises that have violated the coordination 
arrangements made by the associations. All enter- 
prises with the foreign trade right are requested to join 
the respective associations and follow their coordina- 
tion arrangements. The government has the authority 
to oversee and check the associations in exercising the 
power granted by the government and can withdraw 
such power if necessary. 


. We will establish an intermediary social service 


system and give full scope to the informational func- 
tion of all research and consultation organizations as 
well as all societies and associations with a view to 
forming a perfect nationwide informational service 
network. We will see that law, accounting, and audit 
offices are established where necessary so as to pro- 
vide services to enterprises in connection with foreign 
trade and economic cooperation. We will also see that 
the operations of enterprises are supervised by the 
entire society. 


. Administrative departments in charge of foreign 


trade should formulate a series of rules and measures 
to maintain its normal order and check and deal with 
illegal activities. Whether we can maintain the 
normal order of foreign trade amounts to a key issue 
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that determines whether our foreign trade can 
develop healthily and whether our reform will be 
successful in this field. Our foreign trade has a rather 
serious problem of rush buying at jacked-up prices 
and dumping at undercut prices with the following 
harmful results: One, our returns of foreign trade 
have declined, and profits have gone to our trade 
partners. Two, lawsuits concerning anti-dumping 
cases have increased sharply, affecting the opera- 
tional environment for our foreign trade. Three, cer- 
tain industries have been unjustifiably developed 
with a harmful effect on the overall production pro- 
gram. Four, the reputation of Chinese products has 
suffered. Five, the normal floating of the exchange 
rate has been jeopardized, and the reform of the 
foreign trade system cannot proceed smoothly. To 
maintain a good order of foreign trade, the adminis- 
trative departments concerned should, in the first 
place, create an environment and condition for all 
foreign trade enterprises to compete on an equal 
basis. Secondly, they should, after careful screening, 
grant foreign trade enterprises the right to conduct 
foreign trade based on their qualifications. Thirdly, 
they should standardize the distribution and manage- 
ment of special import and export quotas and related 
licenses and gradually popularize a public-bidding 
method for this purpose. Fourthly, they should step 
up the effort to improve import and export associa- 
tions and bring into full play their coordination and 
service functions. Fifthly, they should use economic 
measures to regulate foreign trade. For example, an 
export development fund may be raised by collecting 
a fee on lucrative commodities. Also, part of the 
profits earned by enterprises through non-business 
activities may be levied for use in developing export- 
oriented production and business. Sixthly, they 
should formulate a statute for punishment of rush 
buying at jacked-up prices and dumping at undercut 
prices. Seventhly, they should accelerate the construc- 
tion of a computer network covering the foreign trade 
administrative units, customs, foreign exchange 
departments, and exchange-handling banks as a 
way to conduct comprehensive supervision over 
foreign trade. 


V. Maintaining the Uniformity and Increasing the 
Openness of Foreign Trade Policies 


Establishing a unified foreign trade system and policy is 
an objective requirement for building a great unified 
market in our country. It is also a standard practice of 
international trade. To this end, we must ensure the 
uniformity of our foreign trade system and unify the 
enactment and implementation of foreign trade laws, the 
management of foreign trade, and the fulfillment of 
related international commitments. With regard to for- 
eign trade laws, regulations, and provisions, apart from 
those that must be promulgated by the National People’s 
Congress and the State Council, some may be promul- 
gated by the Ministry of Foreign Trade and Economic 
Cooperation with the State Council's authorization. This 
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ministry will also see that these laws, regulations, and 
provisions are properly implemented. In the past, some 
localities and departments issued lists of controlled 
imports and formulated preferential trade policies of 
their own accord, producing very adverse effects 
internationally. This problem is well worthy of attention. 


All foreign trade laws, regulations, policies, and related 
service provisions that have nothing to do with national 
security and business secret will be promulgated publicly 
for the sake of openness. 


MOFERT Official on Trade Imbalance With U.S. 


94CE0470A Beijing GUOJI MAOYI WENTI 
[INTERNATIONAL TRADE JOURNAL] in Chinese 
No 135, 17 Mar 94 pp 2-3, 56 


[Article by Sun Zhenyu (1327 2182 1342), director of the 
United States and Canada Division, Ministry of Foreign 
Economic Relations and Trade: “Several Thoughts on 
Problem of Sino-U.S. Trade Imbalance”] 


[Text] Since 1989 Sino-U.S. relations have been at the 
lowest ebb since the two countries established diplo- 
matic relations, and Sino-U.S. economic and trade rela- 
tions have also been in a relatively strained state with 
various trade frictions arising one after another. As of 
now, the dispute over Most Favored Nation (MFN) 
treatment has still not been thoroughly settled. The 
Special Survey 301! on the issue of intellectual property 
rights, the Survey 301 on the issue of permitted entry 
into markets, as well as the talks on the textile products 
agreement have often brought the two countries to the 
brink of a trade war. Behind these issues, besides the 
political factors, is a factor that regularly plays a role, i.e., 
the so-called problem of Sino-U.S. trade imbalance. If 
the two sides cannot reach a common understanding on 
this problem, then, even if Sino-U.S. political relations 
improve, the frictions in the trade domain will still 
confound the development of Sino-U.S. trade relations. 


Current Situation in Sino-U.S. Trade Balance 


Based on U.S. Customs’ statistics, America’s trade def- 
icit with China is constantly increasing: in 1989 the U.S. 
deficit was $6.18 billion, and the estimate for last year 
was $23.4 billion, with a still-growing momentum. 


However, based on Chinese Customs’ statistics, the 
Chinese side has always had a deficit in its trade with the 
United States, and it was only last year that China had a 
surplus of $6.3 billion. 


The U.S. side contends that the deficit occurred in 
Sino-U.S. trade because the U.S. market is open to China 
but China’s market is not open to the United States. 
Therefore, the United States issued Survey 301 on 
entering the U.S. market for as long as one year, and in 
1993 again put pressure on China before the expiry of 
the Sino-U.S. textile agreement, insisting on a large 
deduction of China’s textile product matching sum. 
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Thus the United States has time and again caused 
strained relations in the two countries’ economic and 
trade relations. 


The Chinese side contends that the cause of the trade 
deficit problem is many-sided, some on China’s side and 
some on the U.S. side. A specific analysis of this problem 
should be made, and, through consultations on an equal 
basis, seek the crucial aspects of the cause and in 
common explore ways to solve this problem. 


Cause of Trade Deficit Problem 


Before 1984 the statistical figures compiled by China and 
the United States were basically the same, and there was 
no large discrepancy. After 1984 the gap between the two 
sides’ statistics gradually grew larger, a fact that was 
mainly manifested in the U.S. statistics showing a rapid 
increase in imports from China. In reality this was China’s 
implementation of the policy of reform and opening up to 
the outside world, and the inevitable result of the constant 
improvement of the investment climate, and also the 
inevitable result of the development of the international 
economy under comparatively superior principles, the 
formation of a new economic and trade pattern, and the 
organic development of the economy of the Asian region. 
Since China began implementing the policy of reform and 
' Opening up to the outside world, businessmen from Hong 
Kong, Taiwan, and the Republic of Korea have, one after 
another, moved their domestic labor-intensive production 
industries to the Chinese mainland, in order to get the 
advantage of relatively cheap labor and raw materials. 
Because these products of production industries were 
mainly supplied abroad, especially to the U.S. market, 
their geographical shift was reflected in trade statistics that 
showed a decline in exports by Hong Kong, Taiwan, and 
the Republic of Korea and an increase in exports by 
China to America. 


In addition, Guangdong, Fujian, and other coastal prov- 
inces and cities, which march in the van of reform and 
opening up to the outside world, depend on the “three 
forms of import processing, and compensation trade” for a 
very large part of their exports; the Chinese side only 
receives a processing fee of 7 to 8 percent, while the greater 
part of the profit goes to foreign businessmen. A consider- 
able number of U.S. corporations, like the Nike Corpora- 
tion and the Mattel Corporation, have been active in 
setting up factories in China to produce jogging shoes and 
toys. The Nike Corporation has set up 10 shoe factories in 
Guangdong and Fujian, and all their products are 
exported, with an annual export value of $250 million. The 
Mattel Corporation has two toy factories in Guangdong 
that annually export about $100 million worth of toys. 
These exports count a: China’s exports to the United 
States, but in reality the Chinese side only gets a small 
processing fee, so to count them as completely China’s 
exports to the United States is not exactly rational. 


In particular, a considerable part of the products transits 
through Hong Kong, and the add-on value part of these 
products in Hong Kong is quite high, exceeding 50 percent 
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on many of them. To still make this part of the products 
that China exports to the United States is not in line with 
its own regulations on the original producing area. 


When analyzing the deficit problem, we should seek all 
aspects of the cause. As for the American side, it also 
should conscientiously try to find its own aspects of the 
cause, and should not blindly fault China for not opening 
up its market. Last year the total value of China’s import 
grew 29 percent, exceeding $100 billion. With this high 
annual import growth rate, can it be said that China’s 
markets are not open? Compared to Japan and some 
European countries, U.S. exports to China are growing 
relatively slowly. Last year U.S. exports to China grew 
only 17 percent, which shows that the competitive 
strength of U.S. products on China’s markets is weak. 
Actually, compared with other countries’ firms, U.S. 
firms face many unfavorable factors: First, a thorough 
solution of the problem of Sino-U.S. MFN treatment is 
slow in coming, causing major instability in Sino-U.S. 
trade, and it is is difficult for U.S. firms to make 
long-range plans, as there is always a certain fear of 
disturbance in their rear in their trade with China. 
Second, the U.S. Government’s restrictions on tech- 
nology export are fairly strict, but technology export is 
precisely what is indomitable about U.S. firms, and of 
course there is plenty of scope for it on China’s markets. 
Because of the U.S. Government's rigid restrictions on 
technology export, many businesses have been taken 
away by competitors. Third, the U.S. Government does 
not provide preferential government loans to other coun- 
tries to other countries; but China, because it lacks funds 
for construction, seems to be unable to get along without 
various forms of preferential loans, more or less, for all 
large-scale projects, and in this respect the U.S. firms are 
in an extremely unfavorable position for competition. 


From a look at the above situation, we see that both sides 
bear a certain responsibility for solving the problem of the 
Sino-U.S. trade deficit. The U.S. Government should 
make a conscientious effort to support U.S. firms in 
improving their competitive capability on China's 
markets, and not onesidedly claim that China’s markets 
are not open to the United States and blindly put 
pressure on China. 


How To Correctly Handle the So-Called Trade Deficit 
Problem 


In the trade between any two countries, it is difficult to 
avoid a surplus or a deficit, and this is completely 
normal. Because the countries have a different import- 
export commodity mix, a different level of economic 
development, and a different market capacity, it is 
impossible to demand an absolute balance in trade. 
Putting pressure on the other side on the pretext that 
there is a trade deficit problem can only hamper the 
development of trade. On the so-called problem of trade 
deficit, the U.S. Government has constantly put pressure 
on China, and this, in essence, is a manifestation of the 
rise of America’s trade protectionist forces. In the past 
America put all sorts of pressure on Japan, the Republic 
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of Korea, and Taiwan over the problem of trade deficit, 
and this pressure did not bring any advantage to the 
development of bilateral trade. It was precisely Amer- 
ica’s competitors that obtained advantages from the 
strained relations between Amnerica and the abovemen- 
tioned countries. The lesson in this respect is worth 
noting by the U.S. side. 


The fairly rapid growth of China’s export of commodi- 
ties to the United States, on the one hand, shows that 
China’s commodities possess a strong competitive capa- 
bility and, on the other hand, shows that China’s com- 
modities are deeply welcomed by U.S. consumers. By 
buying Chinese commodities that are cheap in terms of 
U.S. prices, the great number of U.S. consumers get great 
benefits, and this plays a certain positive role in 
improving the life of lower- and middle-class people and 
in stabilizing prices. 


What needs to be particularly pointed out is that there is 
an essential difference between China’s trade surplus 
with the United States and the trade surplus of Japan 
and other developed countries with the United States. 
The main part of China’s export to the United States is 
labor-intensive products; among them, textiles, clothing, 
silk products, footwear, toys, and hand tools account for 
a considerable proportion. Very few of these products 
are produced in America, and some of them are even not 
produced there at all. If the U.S. did not import these 
products from China, it would have to import them from 
other countries; their prices would be higher than those 
on Chinese products, and their quality would not neces- 
sarily be as high as the quality of Chinese products. The 
export commodity mix of Japan and other developed 
countries is roughly the same as that of the United 
States, most of them being technology-intensive or cap- 
ital-intensive products. U.S. imports from these coun- 
tries is increasing, and this is bound to adversely affect 
the domestic production and sales of some types of 
products, thus adversely affecting the employment of 
workers. The U.S. side should adopt a policy of different 
treatments for deficits of different natures, and should 
not, without analysis, adopt, without exception, a 
high-handed policy. 


Measures That Both Sides Should Take in the Future 


Our attitude on this trade deficit problem is clear, and 
we do not dodge this problem. At last year’s conference 
in Seattle, Wu Yi, minister of foreign economic relations 
and trade, and Ron Brown, U.S. Secretary of Commerce, 
reached an agreement that the two sides would form a 
working group to discuss the problem of differences in 
statistics. Our aim was, through consultations, to reach a 
common understanding, and on this basis take certain 
measures to solve this problem. 


For the Chinese side, the following measures can be 
considered: 


1. Continue to improve the foreign trade management 
system, particularly the import management system, 
and, following progress in the talks on returning to 
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GATT, further lower import tariffs and gradually 
reduce the range of commodities subject to import 
permits, approvals, and matching sum control 
restraints, so that China’s trade management system 
gets on the international track and thereby promotes 
the development of trade. 


2. Encourage the expansion of imports from the United 
States. The Chinese Government has consistently 
attached importance to imports from the United 
States, and the fact that over the past several years it 
has sent many purchasing delegations to the United 
States is a manifestation of this point. In the future 
China will continue to encourage imports from the 
United States, and it welcomes the particpation of 
U.S. firms in the competition for large construction 
projects in China. 


3. Suggest that appropriate restraints be put on the devel- 
opment of the “three kinds of enterprises” that solely 
engage in simple processing of imported materials, and, 
particularly when there is a new batch of these “three 
kinds of enterprises,” there should be rigorous checks to 
make sure that their levels of technology and equip- 
ment are the same; and, with the “three kinds of 
enterprises” that produce labor-intensive products for 
export made primary, there should be strict control of 
their examination and approval. 


The U.S. side should start with the following measures: 


1. Thoroughly solve the MFN treatment problem. MFN 
treatment is mutually beneficial, and it is not a case of 
just one side bestowing favors. It is unreasonable for 
the U.S. Government to add human rights conditions 
to this problem in the purely trade domain. Now is 
the time for thoroughly solving the problem of MFN 
treatment and fundamentally improving Sino-U.S. 
economic and trade relations. 


2. Further relax the restrictions on the export of tech- 
nology to China. In the domain of technology trade, 
China’s market is vast and there is plenty of room for 
development. Relaxing the restrictions on technology 
export will greatly increase the opportunities for U.S. 
firms to succeed on China’s markets and thus spur 
U.S. exports to China. 


3. Provide preferential government loans. Actually, the 
U.S. Import and Export Bank in the past once pro- 
vided a small quantity of preferential loans to China, 
and in the future it should expand the range of 
utilization and the amount of such loans. 


In brief, we hope that the trade deficit problem will not 
become an obstacle to the development of Sino-U.S. 
economic and trade relations. If the two sides can reach a 
common understanding on this problem and jointly make 
an effort to solve it, this will be a specific way to eliminate 
an important source of friction in Sino-U.S. trade. 
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AGRICULTURE 


Guizhou Implements High-Yield Rice, Corn 
Project 

94CE0S51E Guiyang GUIZHOU RIBAO 

in Chinese 30 May 94 p 1 


[Summary] This year Guizhou Province will implement 
a high-yield grain demonstration project, the demonstra- 
tion area for high-yield rice will be 2 million mu, and the 
demonstration area for high-yield corn will be 2 million 
mu. For every mu of rice or corn the provincial finance 
department will provide a 0.3 yuan allowance for tech- 
nical services, the prefectural and county finance depart- 
ments will also provide an allowance. The per mu yield 
for rice will exceed 650 kilograms, and the per mu yield 
for corn will exceed 400 kilograms. 


Sichuan, Shaanxi Report Drought Conditions 


Sichuan Crop Damage 


94CE0551C Chengdu SICHUAN RIBAO 
in Chinese 30 May 94 p 1 


[Summary] At present, drought has affected more than 
8,300,000 mu of rice in Sichuan Province, and 9,280,000 
mu of corn and 690,000 mu of cotton has wilted. In 
many areas people and animals lack drinking water. 


Shaanxi Crop Damage 


94CE0551D Xi'an SHAANXI RIBAO 
in Chinese 3 Jun 94 p 1 


[Summary] Since the end of April, drought has affectd 
more than 25 million mu of crops in Shaanxi Province, 
and 1.8 million people and over 700,000 farm animals 
lack drinking water. Half of the 118 medium-sized and 
large reservoirs in the central Shaanxi plain have no 
water. The provincial government has allocated over 2 
million yuan in funds to fight the drought. 


Sichuan Livestock Industry Develops in Ist 


Quarter 
94CE0551J Chengdu SICHUAN RIBAO 
in Chinese 21 May 94 p 2 


[Summary] In the first quarter of 1994 Sichuan Province 
removed 18,103,200 hogs from stock, a 6.03 percent 
increase over the same period in 1993; removed 145,400 
cattle from stock, a 31.88 percent increase; removed 
770,700 sheep from stock, a 13.97 percent increase; 
removed 81,517,200 poultry from stock, a 15.76 percent 
increase; and meat output was 1,342,200 tons. At the end 
of the first quarter, there were 10,326,700 cattle in stock, 
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67,539,700 hogs in stock, 5,004,100 sows, 9,999,700 
piglets, 10,934,000 sheep, and 197,915,000 poultry, 
increases of 1.83 percent, 0.62 percent, 1.40 percent, 
3.09 percent, 12.95 percent, and 6.25 percent respec- 
tively over the same period in 1993. 


Liaoning Corn Area, Output 


94CE0551N Shenyang LIAONING RIBAO 
in Chinese 19 Jun 94 p I 


[Summary] This year the corn area in Liaoning Province 
is 19 million mu, and output will reach about 8 billion 
kilograms. 


Heilongjiang Expands Fine-Quality Crop Area 


94CE05510 Harbin HEILONGJIANG RIBAO 
in Chinese 28 May 94 p 2 


[Summary] In 1994 the fine-quality wheat area in 
Heilongjiang Province will increase from 4 million mu in 
1993 to 8 million mu, and account for about 40 percent 
of the wheat area. By 1997 the fine-quality wheat area 
will account for 80 percent of total area. In 1994 the 
fine-quality rice area will be about 3 million mu, and 
output will reach 1.2 billion kilograms. By 1996 the 
fine-quality rice area will be 5 million-6 million mu, and 
output will reach 2 billion-2.5 billion kilograms. The 
area sown to high protein and high fat soybeans has 
increased from 3 million mu to 4 million mu, and 
accounts for 9.8 percent of the soybean area. By 1997 the 
area sown to high protein and high fat soybeans will 
reach 10 million mu, and account for 30 percent of the 
soybean area. 


Sichuan Sets Wheat, Rapeseed Procurement 
Prices 

94CE0551P Chongqing XINAN JINGJI RIBAO 
in Chinese 20 Jun 94 p 2 


{Summary] The Sichuan provincial price bureau and 
provincial grain bureau have set the procurement price 
for medium grade wheat at 51 yuan per 50 kilograms, the 
price is allowed to fluctuate upward, but may not exceed 
55 yuan. The procurement price for medium grade 
rapeseeds is 110 yuan per 50 kilograms, and may 
fluctuate 5 percent upward or downward. 


Fujian Early Rice Area 


94CE055I1M Fuzhou FUJIAN RIBAO in Chinese 
2 Jun 94 p 2 


[Summary] This year the early rice area in Fujian Prov- 
ince is 8,190,000 mu, an increase of 500,000 mu over 
1993, and fulfills the plan. 
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Profile of Chengdu MR Political Commissar 
Zhang Zhijian 

94CM0243A Hong Kong KUANG-CHIAO CHING 
[WIDE ANGLE] in Chinese No 258, 

16 Mar 94 pp 60-62 


[Li Chung-luo (2621 0022 3157): “Change in the 
Chengdu Military Region: Zhang Zhijian (1728 1807 
1017) Replacing Zhang Gong (1728 1562)”} 


[Text] Ranking Generals Being Groomed by Jiang 
Zeming 


In January 1994, the CPC Military High Command 
made a series of major personnel changes. The transfers 
and reassignments involved the People’s Liberation 
Army high command, various armed force units and 
certain major Military Regions. Reportedly the objective 
is to groom a group of general-rank officers who will 
command troops in the 21st century, and to ensure 
stability in the armed forces and their support of the 
Central Government. 


pemienant General Zhang Zhijian Replaces Zhang 
ong 


In the current round of reassignments of high ranking 
officers, replacing Lt. Gen. Zhang Gong, protege of old 
Yang Baibing [2799 4101 0393], as political commissar 
of Chengdu Military Region [MR] is 60-year old Lt. Gen. 
Zhang Zhijiang. Prior to this assignment, Zhang Zhijiang 
was deputy vice commander of Beijing MR and com- 
mander of Beijing Garrison Command. 


Zhang Zhijiang, one year older than Zhang Gong, was 
born in the southwest part of Wenxi county, Shanxi 
Province. Situated in the Fen river basin at the foot of 
Zhongtiao mountain, Wenxi county was founded in the 
Han dynasty and has since produced generations of 
talented people: it is now under the jurisdiction of 
Yuncheng prefecture, Shanxi Province. During the anti- 
Japanese war, the county was a part of the Taiyue base 
established by the 8th Route Army’s 129th division. 


After the anti-Japanese war, the CPC local party organi- 
zation established armed militia bases in the counties of 
Wenxi, Hsia, Yuanqu, Jishan, Xinjiang etc. In December 
1939, the CPC and armed elements under its control 
withdrew from the Zhongtiao area in south Shanxi, and 
army of the Kuomintang [KMT] government and troops 
of Shanxi warlord Yan Xishan [7051 6932 1472] sepa- 
rately moved into this area. 


Early in 1943, the CPC decided to establish No. 5 
sub-district of the Taiyue base in the area west of the 
Zhongtiao mountain, and assigned Chai Zemin [2693 
3419 3046] as party secretary for the area and concur- 
rently political commissar of the sub-district (Chai 
Zemin, also native of Wenxi county, joined the CPC in 
1933 and, after founding of the PRC, served as secretary 
general of Beijing municipal government, and as PRC 
ambassador to Hungary, Geneva, Egypt, Thailand and 
the U.S.). In 1944, the KMT army was defeated by the 
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attacking Japanese forces. In 1945, Chai Zemin, Sun 
Dingguo [1327 1353 0948] and others carried on guer- 
riila warfare, expanded the area of Wenxi and Xia 
counties, opened up the Jiwang mountain area to the 
south of Fen river and west of Pulu, and established 
there the No. 5 [sub-district] special headquarters of the 
Taijue district in August the same year, with jurisdiction 
over eight countries: Xia, Wenxi, Kangjie, Anyi, Pinglu, 
Jilu, Jishan and Xinjiang. Chai Zemin continued to 
serve as party secretary of the area and political com- 
missar of the sub-district, Jin Changgeng [6855 7022 
1649] as special representative and Sun Dingguo as 
commander. At this time, troops of the Taiyue No. 5 
sub-district attacked and drove the headquarter of Yan 
Xishan’s 73d division from the area south of the Fen 
river to the Fen river basin. 


Zhang Zhijian, Trained as School Teacher, Left 
Teaching for the Army 


Zhang Zhijian was a high school graduate who joined the 
army after the PRC was established. Like his Shanxi 
compatriot Zhang Gong, he also heeded the CPC’s call in 
1951 to take the exam and enroll in the military 
academy; he was barely 17 years old when he joined the 
People’s Liberation Army. 


On | August 1950, the CPC Central Military Commis- 
sion promulgated the “Directive Concerning Implemen- 
tation of Cultural Education in the Military Rank and 
File,” which specified that cultural education, geared to 
practical educational objectives, must be instituted in 
the PLA as soon as possible, that troops at the company 
level must spend 60 percent of their time on eduction 
and that all units above the regimental level must orga- 
nize and sponsor different types of educational and 
training schools. Because of this, beginning the year 
Zhang Zhijian went into the army, the movement of 
getting educated and acquiring knowledge swept like 
waves over the entire PLA. The PLA in time trained and 
assigned to all units a total of over 50,000 cultural 
education instructors, and established close to 40,000 
training schools. As an high school educated youth, 
Zhang Zhijiang began his army career with this educa- 
tional movement, he was assigned as an instructor to an 
accelerated training school in the Chahaer [pre-PRC 
spelling Chahar] district under the jurisdiction of North 
China MR. At the end of this large-scale, in-service 
education and training movement, all troops in the 
North China MR basically achieved a primary school 
equivalent education by 1953. The number of illiterates 
and semi-literate in the rank and file was reduced to 20 
percent of all troops from 75 percent before the move- 
ment began, and raised the overall cultural level of the 
troops in the entire MR. 


Chahaer was originally a province designated by the 
Republic of China government in 1928. After the civil 
war between the Nationalists and Communists started, 
the CPC set up in November, 1946, for the first time the 
Chahaer MR (under commander Zheng Weishan [6774 
4850 1472] and political commissar Liu Jie [0491 2638}) 
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as part of the Shanxi-Chahaer-Hebei MR (under com- 
mander and concurrently political commissar [the late 
Marshall] Nie Rongzhen [5119 2837 5271]}). In 
November 1947, Chahaer MR and Shanxi-Hebei MR 
(under commander Tang Yanjie [0781 1693 2638] and 
political commissar Wang Ping [3769 1627]) were com- 
bined as the Beiyue MR (under commander Tang Yan- 
jie, and political commissars Li Baohua [2621 5508 
5478] and Wang Ping), and the Chahaer MR designation 
was canceled. In January 1949, Beryue MR and Hebei- 
Rehe [pre PRC spelling Jehol]-Chahaer MR were re- 
combined and designated as the new Chahaer MR (with 
Wang Ping, Zhan Danan [6124 1129 0589] successively 
served as commanding officer, and Yang Gengtian [2799 
5087 3944] and Niu Shucai [3662 2885 2088] succes- 
sively as political commissars), and under their jurisdic- 
tion were three military sub-regions of Yenbei, Chanan 
and Chabei. Because Chahaer Province had a population 
of barely 2 million, and was hardly able by itself to cope 
with problems of economic developments having limited 
resources, few industrial and mining enterprises, an 
inadequate foundation for industries, undeveloped agri- 
culture and animal husbandry and, in case of natural 
disasters, insufficient productive capacity to survive. In 
November 1952, the province was therefore abolished. 
Since then, the Yenbei military sub-region was returned 
to the Shanxi MR, and the Chanan and Chabei military 
sub-regions combined to become Zhangjiakou MR 
under the jurisdiction of the Hebei MR; the Chahaer MR 
was formally abolished in December 1952. 


Participated in the Korea War in 1953 


After the Chahaer MR was disbanded, Zhang Zhijian 
continued to serve as an instructor in the army. In 1953 
he was sent to Korea and took part in the anti- 
U.S.-assisting-Korea war, serving as an instructor in a 
PLA Volunteers’ divisional hospital. 


Assigned to Jinan MR in 1955 


Returning from Korea with his unit in 1955, Zhang 
Zhijian was assigned to the Jinan MR. From then on, he 
worked in military affairs. He first served as chief of staff 
of the training department in the Operations Staff of 
Jinan MR headquarters, then as director of the training 
department. At the time, the Jinan MR included Shan- 
dong Province and the area north of the Huai river in 
Anhui and Jiangsu Provinces, occupying a strategic 
location between North and Central China; when Jinan 
MR was established in April 1955, it had jurisdiction 
over the Shandong Province MR, Xuhai prefecture, the 
26th, 67th and 68th field armies (in June 1985 all army 
units belonging to Henan Province MR under jurisdic- 
tion of Wuhan MR were transferred to Jinan MR). In the 
1970s, Zhang Zhijian working in the Jinan MR head- 
quarters was given command in the field army units 
assigned to the Jinan MR, and he served successively as 
division chief of staff, army deputy chief of staff, 
commander of a division, then commander of an army. 
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Promoted to deputy commander of Jinan MR 


In June 1985, the CPC carried out a major downsizing of 
the armed forces involving a million men, and a group of 
senior generals were retired and new commanders pro- 
moted. PLA Deputy Chief of General Staff Chi Haotian 
[6685 3185 3944], age 56, was assigned to Jinan MR as 
political commissar and party secretary of the region, 
replacing a Red Army veteran 12 years his senior, Chen 
Renhong [7115 0088 3163); army commander Li Jiulong 
{2621 0046 7893] of the 54th army (army group), same 
age as Chi Haotian, replaced Red Army veteran Rao 
Shoukun [7437 1343 0981] as Commander of Jinan MR; 
army commander Gu Hui [0942 6540], age 55, of the 
42nd army (army group) as first deputy commander of 
Jinan MR; Zhang Zhijiang was promoted to be deputy 
commander of Jinan MR; other than Chi Haotian, the 
above-mentioned three individuals were promoted to 
general against rules of seniority or ranks. Of the three 
generals, Zhang Zhijian was relatively less experienced 
than the other two; Li Jiulong and Gu Hui both fought in 
the civil war for three years and in battles of the Korean 
War, the Sino-Indian border self-defense war and the 
war of self-defense and counter-attack in Vietnam. Chi 
Haotian was even more experienced having fought in the 
Sino-Japanese war as well as worked in key positions in 
the PEOPLE’S DAILY. 


In 1988 when the CPC re-instituted military ranks in 
the armed forces, Zhang Zhijian was made a PLA 
Army major general. That year, he was selected as 
delegate to the 7th National People’s Congress. At the 
Jinan MR and also selected at the same time as 
delegates were Ma Xinchun [7456 6580 2504], deputy 
commander and concurrently commander of the 
North Sea Fleet, and Lin Jigui [2651 1015 6311], 
commander of air force; although both were lieutenant 
general, senior in age and more experienced than 
Zhang Zhijian, their names were listed after Zhang 
Zhijian’s. Ma joined the old 8th Route Army in 1938; 
while Lin enlisted in 1947 and, as wing commander of 
the People’s Volunteers air force, shot down a USAF 
F-86 fighter aircraft during the Korean War. 


After the “4 June incident,” the CPC Military made 
some major personnel changes in April, 1990: Li Jiulong 
was assigned first deputy director of the PLA reserves; 
Lt. Gen. Zhang Wannian [1728 8001 1628] was trans- 
ferred to be commander of Jinan MR; former Jinan MR 
first deputy commander Gu Hui was promoted to be 
commander of Nanjing MR, replacing retiring General 
Xiang Shouzhi [0686 1343 1807]; Zhang Zhijian was 
promoted to lieutenant general and assigned to Jinan 
MR as first deputy commander. Lt. Gen. Zhang Wan- 
nian, formerly commander of Guangzhou MR, began his 
career in the 4th Field Army and was a battlefield hero 
during the three years of civil war against the National- 
ists while serving in the 36th Regiment - Bai Taishan’s 
[4101 0669 1472] heroic regiment - 12th Division, 4th 
Combat group of the CPC Dongbei Field Army. After 
the PRC was established, he served successively as 
deputy commander of 369th Regiment, 123d Division of 
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4ist Army, commander of the same regiment, com- 
mander of 127th Division of 43d Army, deputy com- 
mander of the 43d and concurrently divisional com- 
mander, commander of the 43d, and in early 1980s 
promoted to be deputy commander of Wuhan MR; he 
took part in the self-defense and counter-attack war 
against Vietnam in 1979, personally led the 127th Divi- 
sion and fought all the way to Liangshan. In recent years, 
Zhang Zhijian assisted Zhang Wannien in supervising all 
aspects of work in Jinan MR. 


In 1992 after the 14th CPC Congress, Zhang Wannian 
was promoted to the Central Military Commission and 
put in the important post as Joint Chiefs of Staff; not 
long afterward, Zhang Zhijian was also transferred to the 
Beijing MR as deputy commander and concurrently 
commander of Beijing Garrison Command. 


In 1993, Zhang Zhijian was selected as a delegate to the 
8th National People’s Congress; also selected from 
among the military as delegates to the Congress were 
general officers, among them the important ones 
included Yu Yongbo [0060 3057 3134], Fang Zuqi [2455 
4371 1477], Liu Huaging [0491 5478 3237], Zhang 
Wannien, Zhang Zhen [1728 7201], Xu Huizi [1776 
1920 3320], Fu Quanyou [0265 0356 2589], Dai Xue- 
jiang [2071 1331 3068] and so forth. A total of 267 
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military officers (both active duty and retired) were 
selected as delegates to the 8th National People’s 


Congress. 


In February 1994, SICHUAN DAILY reported that 
Zhang Zhijian along with Wu Runzhong [0702 3387 
1813), Jiang Futang [1203 4395 1016], Zhu Chengyou 
{2612 2052 0645] and other Chengdu MR responsible 
personnel took part in activities celebrating Spring Fes- 
tival in Chengdu, which was evidence that Zhang Zhijian 
had been promoted to be Chengdu MR political com- 
missar. Other news reports confirmed that former 
incumbent political commissar Zhang Gong had been 
reassigned as political commissar at the PLA Military 
Science Academy. 


In recent years, among CPC high-ranking generals, it is 
rare for commanders to be assigned as political commis- 
sars. An especially notable “exception” was the reassign- 
ment in October 1975 of Chengdu MR commander Qin 
Jiwei [4440 1015 0251] to be the Beijing MR second 
political commissar; another exception was the reassign- 
ment of Deputy Joint Chiefs of Staff Chi Haotian to be 
Jinan MR political commissar, although Chi Haotian in 
his headquarters position was actually also in charge of 
political affairs, so even though he was transferred, his 
functional role in fact did not change. 
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Editorial Views Raising Tibet's Living Standards 
94CM0295A Lhasa XIZANG RIBAO 
in Chinese 20 Apr 94 p 1 


[Article: “Struggle Together, Wipe Out Poverty, Run 
Together Toward a Comfortable Existence”’] 


[Text] Today, the LHASA RIBAO published news and a 
long report about Gongbujiangda county's gradual has- 
tening from poverty to comfort and wealth. It will 
continue to report on the county’s situation. These 
articles are worth reading, particularly by various levels 
of rural work cadres to draw inspiration from. 


After four years of hard work, a poor mountainous area 
with barren land, frequent disasters, and low grain 
output has had comparatively rapid development in 
agriculture, forestry, animal husbandry, and sideline and 
commercial industries. The poor appearance gradually 1s 
changing, 90 percent of the population has crossed the 
line of having enough food to eat and clothes to wear. 
This is a great happy thing. We warmly congratulate all 
cadres and the masses of Gongbujiangda county, and 
await their persistent efforts in the struggle to be com- 
fortable and sound the night-watch in turning over an 
even more beautiful new life. At the same time, we also 
would like to wholeheartedly thank the county’s cadres 
and masses. Their successes and experience give us 
confidence that it 1s entirely possible to thoroughly alter 
the poor appearance of our region's villages. 


Eradicating 1,000 years of poverty and making people 
wealthy is the masses’ ideal, longed for night and day. It is 
the grand goal sought by our Party's heroic struggle. It is a 
duty-bound historical mission of contemporary Chinese 
people. Since the Third Plenary Session of the 11th CPC 
Central Committee, under the Party's guidance and with the 
country’s support, all nationalities in our region have firmly 
reformed and opened up, unwaveringly curing poverty to 
become rich. They think of all ways and means to develop 
production and increase incomes. The poor appearance of 
the region has changed greatly. The standards of the people's 
material and cultural lives clearly have risen. Notable suc- 
cesses encourage us. At the same time, we should soberly see 
that because of historical reasons and regional limitations, 
overali, our Tibet still is relatively poor and backward. 
Productivity is relatively low. The degree of market 
economy nurturance 1s low. There ts a large gap between the 
people's standard of living here and in advanced inland 
areas. In agricultural and animal husbandry areas in partic- 
ular, there still are 18 poor counties. Twenty percent of the 
people still still do not have enough food to eat or clothes to 
wear. Thus, the task of eradicating poverty, jointly has- 
tening to be comfortable and rich in our region is exception- 
ally difficult and exceptionally hard. It requires the high 
regard of all nationalities and all cadres throughout the 
region to strive enormously with a sense of urgency. 


Under the concern of the Party and central government, in 
early March 1994 the State Council convened a national 
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meeting on helping the poor and developing industry, 
deciding to implement in 1994 the “87th help the poor 
assault plan.” Deciding to strive within the seven remaining 
years of the century to basically resolve the food and 
warmth problem of the presently 80 million poor people 
nationwide requires each level of the government and each 
department and social group to implement this plan in full, 
jointly completing the historical task of eradicating poverty 
in China by the end of the century. 


The “87th help the poor assault plan” proposal 
embodies the Party's and government's concern and love 
for the peopie. The strategic task of eradicating poverty 
has concretely and clearly been put on the agenda. 
Throughout the region, all nationalities and cadres as 
well as all social groups must immediately take action. In 
particular, cadres and masses in poor counties must 
more actively take part, expend great effort, work hard 
and unwaveringly do a good job of this undertaking 
which affects the interests of all the masses of the people. 


We must be like Gongbujiangda county in eradicating 
poverty and jointly becoming comfortable, first creating 
a stable and unified political situation. We must broadly 
and deeply inculcate patriotism in the people, expose 
and attack the plots and crimes of separatist elements, 
implement comprehensive public security in society, 
create a good social environment, ensure that the cadres 
and masses concentrate effort to wholeheartedly develop 
production and increase income. 


We must be like Gongbujiangda county in eradicating 
poverty and jointly becoming comfortable, starting from 
reality in all and explore a correct development path. 
Really put agriculture in the strategic place of the state's 
economic base, think of all ways and means to stabilize, 
consolidate and develop agriculture, ensure yields and 
annual increased yields of grain, oil and animal prod- 
ucts. We must adhere to market economy laws, greatly 
develop rural enterprises, actively support individual 
specialized households, broadly engage in internal and 
external cohesion, fully develop resource strengths, do all 
possible to develop a commodity economy and promote 
the prosperity of agriculture, forestry, animal husbandry, 
sideline industries and commerce. 


We must be like Gongbujiangda county in eradicating 
poverty and jointly becoming comfortable, arduously 
create, and unite in struggle. “|?]Biting on the green 
mountain without planting a pine/as you go southeast 
the northwest wind[?]". Uphold without slack, have 
unswerving ambition, tame mountains and seas, and 
cure poverty to be rich. 


We must be like Gongbujiangda county in eradicating 
poverty and jointly becoming comfortable, establish a 
good leadership group to wholeheartedly bring wealth to 
the people, liberate thinking, have correct methods and 
strive hard. 


The goal has been set. The task ts clear. The sails have been 
opened. Under the correct leadership of the regional Party 
committee, allow us to strive together to complete the 
historical task of eradicating poverty, to establish a new 
unified, wealthy, enlightened socialist Tibet. 
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